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CREATING A MEDICARE PRESCRIPTION 
DRUG BENEFIT: ASSESSING EFFORTS TO 
HELP AMERICA'S LOW-INCOME SENIORS 


WEDNESDAY, APRIL 17, 2002 

House of Representatives, 

Committee on Energy and Commerce, 

Subcommittee on Health, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10 a.m., in room 
2123, Rayburn House Office Building, Hon. Michael Bilirakis 
(chairman) presiding. 

Members present: Representatives Bilirakis, Barton, Deal, Burr, 
Whitfield, Ganske, Norwood, Cubin, Pickering, Bryant, Buyer, 
Pitts, Brown, Waxman, Strickland, Barrett, Capps, Pallone, 
Deutsch, Eshoo, Stupak, Engel, Wynn, Green, and Dingell (ex offi- 
cio). 

Also present: Representative Gordon. 

Staff present: Chuck Clapton, majority counsel; Steven Tilton, 
health policy coordinator; Eugenia Edwards, legislative clerk; Amy 
Hall, minority professional staff; Bridgett Taylor, minority profes- 
sional staff; Karen Eolk, minority professional staff. 

Mr. Bilirakis. Good morning. I now call to order this hearing of 
the Health Subcommittee, and would like to start by welcoming our 
witnesses and all of the subcommittee members. I would also like 
to thank our witnesses for taking the time to appear before the 
subcommittee today. I am sure your testimony will prove valuable 
as we consider how best to provide our Nation’s Medicare bene- 
ficiaries with an affordable comprehensive prescription drug ben- 
efit. Moreover, I appreciate those of you in the audience for attend- 
ing today’s hearing. I know that you had a choice this morning to 
view a similar topic. 

On that point, I would like to reiterate that we are working joint- 
ly with our colleagues on the Ways and Means Committee to de- 
velop a comprehensive Medicare bill. I believe it is best for our 
committees to work together and develop a common package for 
the House to consider. 

We took this approach, if you will recall, on developing our Medi- 
care Regulatory Relief Bill, which seems to be stuck in the Senate, 
and it proved very effective with the bill passing on the floor by a 
vote of 408 to zero. 

Prescription drugs serve as a vital component in the practice of 
medicine today, and it is unconscionable that our current Medicare 
program does not include this benefit. Millions of Medicare bene- 
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ficiaries are finding it increasingly difficult to pay for their pre- 
scription drugs because they lack adequate drug coverage. Finding 
some way to help seniors pay for their drug coverage is a top pri- 
ority not only for me, but I daresay for this entire committee. How- 
ever, we must do so in a way that protects and strengthens Medi- 
care and does not bankrupt this very vital program. 

I firmly believe that one of the greatest legacies we can leave for 
future generations is a Medicare program that is on sound finan- 
cial footing, and that is why I would like to think that we are all 
determined to protect the long-term solvency of Medicare. 

We are also determined to provide our Medicare beneficiaries 
with a comprehensive prescription drug benefit that they can af- 
ford. Such a benefit would preserve individual choice without put- 
ting an excessive financial strain on the program. We will continue 
working to ensure that this vision becomes a reality as soon as pos- 
sible. 

I also believe that limited Federal resources should be targeted 
toward areas where they will have the greatest impact. There are 
millions of Americans who are suffering now, and as we consider 
how to develop a comprehensive prescription drug benefit I believe 
that we should focus some of our attention on strategies that will 
best help our poorest and sickest Medicare beneficiaries. 

It is important to examine innovative ways to help vulnerable 
seniors within the context of a comprehensive benefit, and that is 
why I called today’s hearing. 

I would like again to offer a warm welcome to all of our panelists 
and to thank them for their time and effort in joining us, and now 
recognize ranking member, Mr. Brown, for an opening statement. 

Mr. Brown. Thank you, Mr. Chairman. I first point out that in 
light of the tax cut that Congress passed last year, I am glad that 
we can still afford to spend money on ourselves in this nice, new 
committee hearing room. 

Mr. Chairman, I understand the title of this hearing is Creating 
a Medicare Prescription Drug Benefit: Assessing Efforts to Help 
America’s Low-Income Seniors. I have read the testimony of our 
witnesses, and there clearly are lessons to be learned from these 
programs. 

Michael Hillerby’s testimony, for example, discusses how Nevada 
addressed risk selection and other obstacles to maximize participa- 
tion in the program. Notably, Nevada’s program evolved from two 
plans which proved confusing for beneficiaries, as we remember 
from a year or so ago, to a single plan. Nevada also found that the 
cost-sharing burden needed to be modest to attract enrollees and 
prevent risk selection. 

Finally, based on written testimony in the Nevada plan sub- 
mitted by State Assemblywoman Barbara Buckley, who testified 
here earlier, the decision to use a private insurer rather than di- 
rectly administer the program has increased the State’s cost signifi- 
cantly. Milliman and Robertson estimated the State could operate 
senior Rx in Nevada for $54 per member per month. The State is 
paying a private insurer, however, $81 per member per month to 
deliver the same benefit. Government simply does it better than 
the private sector, a single plan which could be administered at a 
lower cost by the government with modest cost-sharing. I don’t 
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know about you, but to me that sounds a lot like Medicare Part B. 
It is something we should think about. 

Congress should also take note of State efforts to achieve lower 
prices for prescription drugs. When it comes to making the pre- 
scription drug market more competitive, the States have been 
forced to do the heavy lifting on behalf of low-income seniors and 
all Americans. States are suing the drug industry for anti-competi- 
tive behavior and lobbying Congress about the Gap Bill. Joanne 
Emerson and I introduced the Gap Bill to close legal loopholes that 
drug companies consistently and persistently use to keep generics 
off the market. 

Timely access to generic drugs can save consumers and third- 
party payers literally billions of dollars, but just as the States can’t 
shoulder our responsibility when it comes to prescription drug cov- 
erage, they cannot do our work for us when it comes to prescription 
drug competition. Drug companies exploit Federal laws to block 
timely access to generics. It is going to take Federal action to stop 
them. 

If Congress wants to provide meaningful assistance to the States 
without diverting finite resources away from a drug benefit for all 
seniors, we should take action on the Gap Bill. Note, I said “all 
seniors.” The title of this hearing could be interpreted to mean we 
are looking for guidance on federally finance Stop-Gap measures 
like those in the President’s Budget. I won’t be party to that. 

Low-income assistance, whether it takes the form of Medicaid or 
the form of State drug assistance programs or the much talked 
about discount card is a symptom of the problem, not a temporary 
or permanent solution to it. Of those seniors who lack drug cov- 
erage, 70 percent are above 150 percent of poverty — 70 percent. Do 
we think those seniors are crying “wolf’ when they say they need 
prescription drug coverage? Should we wait until prescription drug 
expenses push them into poverty before taking action? I refuse to 
minimize, much less ignore, the plight of those seniors, and I won’t 
cater to the notion that we can’t add a drug benefit to Medicare 
quickly so we must start with low-income assistance. That is a 
manufactured problem. We, to be sure, could add Medicare drug 
coverage — or drug coverage to the Medicare benefits package, and 
we could do it soon. 

The inevitable delays are actually discretionary on the part of 
the administration and the part of Congress. The President and 
Congress do not have to tether prescription drug coverage to Medi- 
care privatization. We don’t have to force seniors into Medicare or 
into private drug plans, as my colleagues on the other side of the 
aisle have proposed, nor do we have to condition seniors’ access to 
prescription drug coverage on their willingness to accept wholesale 
changes in the Medicare program, which is the position the Presi- 
dent has taken. 

The President and Congress could prioritize prescription drug 
coverage ahead of additional tax cuts. We have that choice. This 
body could, this body should, discard the ulterior motives, put its 
money where its mouth is, and add prescription drug coverage to 
the Medicare benefits package. 



4 


Mr. Chairman, that concludes my remarks. I would like to ask 
unanimous consent that anybody’s statement, including Mr. Din- 
gell’s, be admitted into the record. 

Mr. Bilirakis. Without objection, that will be the case. The 
Chair now recognizes Mr. Norwood for an opening statement. 

Mr. Norwood. Thank you, Mr. Chairman, and thank you for 
holding this very important hearing. I am going to be brief so we 
can get right down to business and get down to our witnesses. 

I believe there are two critical issues that motivate our concern 
about seniors and prescription drugs. One is that seniors need the 
security of knowing that the cost of prescription drugs will not 
bankrupt them as they become severely ill. That is why we should 
make Stop-Loss coverage a critical component of any prescription 
drug package. 

The second critical issue is that low-income seniors are very sen- 
sitive to the cost of drugs. It doesn’t take much before a senior is 
forced to decide between medications or food. Any prescription drug 
package must include comprehensive coverage for low-income sen- 
iors. That is why today’s hearing is so very important. 

While we can all agree that providing a benefit for low-income 
seniors is essential, we are far from consensus on how we should 
go about doing that. 

I am particularly interested in Doug McClellan’s testimony on 
the President’s approach and how it will affect the State’s ability 
to pay for Medicaid. I am also interested in Ms. Braun’s testimony 
on the AARP position. I have my concerns about the direction the 
AARP is taking. Apparently, you all think that we just simply have 
a trillion dollars lying around to spend particularly at this time 
where Homeland Security is so important and our Nation is at war. 
I am hoping this testimony is going to make me feel a lot better 
about that. 

I look forward, Mr. Chairman, to our witnesses’ testimony, and 
I will yield back the balance of my time. 

Mr. Bilirakis. The Chair thanks the gentleman, and I will recog- 
nize Mr. Pallone for an opening statement. 

Mr. Pallone. Thank you, Mr. Chairman. Mr. Chairman, I must 
start out by saying that I disagree with the basic notion of today’s 
hearing, that we should address prescription drugs in the context 
of low-income people somehow separately from everyone else. I 
think it goes against the fundamental principle of Medicare as a 
guaranteed benefit which should be universal. 

So, I think we should be talking about a Medicare prescription 
drug benefit that everyone has, that is guaranteed, and is not 
based on income. I think if you dwell on the low-income issue, you 
are basically, in a political sense, taking away from the larger 
issue. You are somehow giving the impression that if we address 
low-income seniors that that is okay, and that the rest of the sen- 
iors don’t necessarily need to have a benefit. 

I am also concerned about the fact that I don’t hear any state- 
ment on the part of the Republicans or the President addressing 
the cost issue. Ultimately, we have to address the issue of cost and 
pricing and, frankly, that is something that not only would help 
seniors, but would help everyone, that we don’t want prescription 
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drugs to get so unaffordable that people simply don’t have access 
to them anymore. 

And in that context, I do want to mention generics as well. I 
think that it is quite clear that low-cost, quality generic drugs will 
help pay for benefits and lower the overall cost. There was a Bran- 
deis University study that came out within the last couple of 
months that shows very dramatically that you can bring down 
costs considerably by using prescription drugs. And in that context, 
we also need to address the legislation, as our ranking member 
said, to end the tactics the brand industry uses to delay generic 
competition. 

Now, there are two proposals that have been put forward by the 
Bush Administration, and I think they are hardly adequate, with 
regard to low-income beneficiaries as well. One is the $77 billion 
offered to provide a low-income benefit pursuant — I guess for sen- 
iors that did not qualify for Medicaid — but this $77 billion would 
only cover 3 million of the nearly 40 million Medicare beneficiaries, 
and there is no guarantee that the proposed benefit would provide 
significant prescription drug purchasing relief, the other 37 million 
Medicare beneficiaries struggle to pay for increasingly expensive 
drugs. This attempt at proposing a low-income drug benefit is, I 
think, a political attempt to avoid fulfilling the President’s promise 
to provide decent health care to all seniors, regardless of their in- 
come situation. 

The administration’s other proposal is, of course, the drug dis- 
count card, and I think that one is totally a sham because a num- 
ber of individual companies like Merck and newly formed coalitions 
of drug companies already offer these kind of drug cards. I think 
those existing programs make the Bush proposal redundant, a sort 
of bandaid approach to solving the high cost of prescription drugs. 

The National Association of Chain I)rug Stores and other groups 
representing pharmacies have already filed suit against the admin- 
istration because the proposal places an unfair burden on phar- 
macies. The plan would require drug stores to lower their prices, 
but stores may not necessarily see a reduction in wholesale prices. 

So, basically, what I see here are two administration proposals — 
one to try to basically carve out low-income seniors, which I think 
takes away from the goal here of universal coverage that won’t 
work, and the second one is the drug discount card which is essen- 
tially a sham. 

Let us get back to the real issue, a universal benefit for all Medi- 
care beneficiaries. Thank you, Mr. Chairman. 

[The prepared statement of Hon. Frank Pallone follows:] 

Prepared Statement of Hon. Frank Pallone, Jr., a Representative in 
Congress from the State of New Jersey 

Mr. Chairman, thank you for holding this hearing on prescription drugs for low- 
income Medicare beneficiaries. 

I commend you for addressing the needs of low-income seniors throughout the na- 
tion, and although I do agree that low-income seniors should receive extra assist- 
ance with prescription drug premiums and cost sharing, nevertheless, I think it is 
the responsibility of this Subcommittee to discuss and propose a universal prescrip- 
tion drug benefit. 

The only two proposals that have been put forth by the administration are hardly 
adequate and in fact, have not convinced me that even low-income beneficiaries will 
receive appropriate prescription drug coverage. The two proposals that I am aware 
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of are: 1) $77 million in funding to states for drug-only coverage for low-income sen- 
iors that do not qualify for Medicaid and 2) A Medicare prescription drug card that 
would provide discounts on drugs. 

The $77 billion offered in the proposal is grossly inadequate to provide prescrip- 
tion drug coverage for seniors. This amount would only cover 3 million of the nearly 
40 million Medicare beneficiaries, and there is no guarantee that the proposed ben- 
efit would provide significant prescription drug purchasing relief. The other 37 mil- 
lion Medicare beneficiaries struggle to pay for increasingly expensive drugs as well. 
This attempt at proposing a low-income drug benefit is clearly a political attempt 
to avoid fulfilling a promise to provide decent health care to seniors. 

The administration’s other proposal builds on the proposed Medicare prescription 
drug card to supposedly give seniors access to drug discounts of 10 to 25 percent, 
by quickly putting in place the structure for a Medicare drug benefit that uses the 
best features of private drug benefits to get lower prices from drug manufacturers. 

The plan is a sham because a number of individual companies, like Merck-Medco, 
and newly formed coalitions of drug companies already offer similar programs. This 
makes the offer by Bush a redundant discount and a band-aid approach to solving 
the high cost of prescription drugs, which is the biggest health crisis facing Amer- 
ica’s seniors. 

The National Association of Chain Drug Stores and other groups representing 
pharmacies have already filed suit against the administration because the proposal 
places an unfair burden on pharmacies. The plan would require drugstores to lower 
their prices, but stores may not necessarily see a reduction in wholesale prices. 

What we need to accomplish for our seniors is a prescription drug benefit that 
is defined, guaranteed, voluntary, affordable and accessible to all beneficiaries and 
part of the Medicare program. Democrats have been advocating for this type of a 
prescription drug benefit for Medicare beneficiaries. It is now time for Republicans 
put aside their substandard proposals, put aside their attempts at privatizing Medi- 
care and pay attention to the needs of all Medicare beneficiaries. 

Mr. Bilirakis. The Chair would recognize Mr. Whitfield for an 
opening statement. 

Mr. Whitfield. Mr. Chairman, thank you very much, and of 
course this hearing is one of the more important hearings we are 
going to be having, and this subject matter I think is a priority for 
all Members of Congress today. 

Those of us who represent rural areas particularly are aware of 
the needs of our senior citizens for a prescription drug benefit. 
Fifty percent of all beneficiaries living in rural areas lack drug cov- 
erage compared to 34 percent in metropolitan areas. 

As you remember, the House passed a prescription drug benefit 
last year, and the Senate did not act on it. And I am convinced that 
the House will pass another prescription drug benefit this year, 
and I hope that the Senate will act on that. 

Mr. Norwood mentioned the fact that there are so many different 
plans out there that it is difficult to come up with a consensus to 
move forward. We have plans ranging in cost from $70-75 billion 
a year up to $750 billion over a 10-year period, and I think that 
we do have to be responsible in moving forward, and we may not 
be able to come up with a Cadillac plan this year because we do 
not want to jeopardize the entire Medicare program with the cost 
of these programs. 

We have been criticized on the Republican side for reducing taxes 
and trying to move for a permanent tax reduction, but I think 
there is a large segment of people in America today, particularly 
young people with children, who want to help their senior citizens 
on Medicare have a prescription drug benefit, and they are willing 
to pay their payroll taxes to do that. 

They are also paying taxes so that those people in low-incomes, 
$20,000-or-so and below, receive their health care from Medicaid, 
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and prescription drugs from Medicaid, but many of these people in 
the middle range — they are not on Medicare, they are not on Med- 
icaid — they cannot afford health care for themselves and their fam- 
ilies, while at the same time paying for prescription drugs for sen- 
iors and those in low-income. 

So, I am convinced that we have the ability to come up with a 
meaningful prescription drug benefit for our senior citizens while 
at the same time not bankrupting those in the middle areas. I am 
convinced that the House will have a meaningful prescription drug 
benefit, and I am anxious to work with our fellow members on the 
other side of the aisle in coming up with a constructive plan that 
is affordable, that is meaningful, that can make a difference in the 
lives of seniors. 

I yield back the balance of my time. 

Mr. Bilirakis. Mr. Stupak. 

Mr. Stupak. Thank you, Mr. Chairman, and thank you for hold- 
ing this hearing. Mr. Chairman, year after year we have held hear- 
ings on prescription drug benefits for seniors. Year after year we 
have had many of the same witnesses who appear before us today 
say the same thing. All of them emphasize the need for a prescrip- 
tion drug benefit, yet year after year we have done nothing. That 
is because year after year we argue about what form this benefit 
will take. 

We have in front of us today witnesses who will testify as to the 
various forms this benefit should take. I am concerned in particular 
with one proposal, that of a prescription drug card. Various pre- 
scription drug cards are already out there. Some of these cards are 
no solution at all. 

One of them, entitled the National Prescription Health Plan, 
works this way: One of my constituents came up to me at a town 
hall meeting over Easter break, in Dollar Bay, Michigan, took out 
his card, told me that he paid a premium for it, and went to the 
local pharmacist when they had to refill two of their prescriptions. 
According to this card, they would save 30 to 35 percent. Using the 
National Prescription Health Plan, they saved 12 cents on one of 
their prescriptions, Combivent. The other prescription, Diltiazem, 
is actually a generic. But by using their National Prescription 
Health Plan, the price, by using the card, actually doubled. The 
cost of the generic high blood pressure medication jumped from 
$47.49 without the card, to $81.43 with the card. This makes me 
doubt the wisdom of this card. It is just another way for some 
pharmaceutical companies to game the system. 

If pharmaceutical benefit managers can steer consumers to one 
drug and charge exorbitant fees for another, how does this really 
help the consumer? 

I am a co-sponsor of Tom Allen’s prescription drug bill, H.R. 
1400, which would hold the cost down to the average of the prices 
paid by consumers in other foreign countries like Canada and Mex- 
ico. Perhaps it is time for Congress to consider cost-control meas- 
ures. Last year, the average pharmaceutical prescription drugs rose 
approximately 18 percent for the third year in a row of high, dou- 
ble-digit inflation on prescription drugs. 

I believe it is time for health care and prescription drug benefit 
for all Americans. I look forward to hearing testimony from our 
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witnesses today, Mr. Chairman. I look forward to working with you 
in the future on this issue. Thank you. 

[The prepared statement of Hon. Bart Stupak follows:] 

Prepared Statement of Hon. Bart Stupak, a Representative in Congress 
FROM the State of Michigan 


Thank you, Mr. Chairman, and thank you for holding this hearing. 

Year after year we’ve held hearings on a prescription drug benefit for seniors. 

Year after year we’ve had the same witnesses in front of us, saying the same 
thing. 

All of them emphasize the need for a prescription drug benefit. 

We all realize the need for a prescription drug benefit. 

Yet year after year we’ve done nothing. 

That’s because year after year we argue about what form this benefit will take. 

We have in front of us today witnesses who will testify as to the various forms 
this benefit should take. 

I am concerned in particular with one proposal, that of a prescription drug card. 

Various prescription drug cards are already out there. 

Some of these cards are no solution at all. One of them, entitled the National Pre- 
scription Health Plan, works this way. 

One of my constituents in Dollar Bay Michigan, took this card — which they paid 
a premium for — to their local pharmacist when they refilled two of their prescrip- 
tions. 

Using this card, they saved 12 cents on one of their prescriptions. 12 cents. 

The other prescription — if you can believe this — actually DOUBLED in price using 
this card. 

The cost of a generic high blood pressure medication jumped from $41 to $81. 

This makes me doubt the wisdom of a drug card. 

If pharmaceutical benefit managers can steer consumers to one drug by charging 
exorbitant fees for another, how does that help a consumer? 

I am a co-sponsor of Tom Allen of Maine’s prescription drug bill, H.R. 1400, which 
would hold costs down to the average of prices paid by consumers in selected foreign 
nations. 

Perhaps it is time for Congress to consider cost control measures. 

Thank you Mr. Chairman, and I look forward to the testimony of today’s wit- 
nesses. 

Mr. Bilirakis. I thank the gentleman. Ms. Cubin for an opening 
statement. 

Ms. Cubin. Thank you, Mr. Chairman. Congress has every intent 
of drafting a prescription drug benefit under Medicare and make 
no mistake about it, we will get it done. I would like to remind ev- 
eryone that the House of Representatives passed a prescription 
drug program before. It did not pass in the Senate, but to suggest 
that the House isn’t working on it in a sincere way to get a plan 
passed for the most needy seniors certainly is wrong. 

The problem we face at present is how to get some relief to sen- 
iors right now, as they face costs that continue to rise. This hearing 
will give us a good indication of the progress we are making with 
temporary prescription drug remedies, such as discount drug cards 
and expanding Medicaid programs. 

There are a number of drug cards in the pipeline that are de- 
signed to help those seniors who have the highest of drug costs, 
while at the same time very low incomes. I truly applaud the col- 
laborative effort of so many in the private sector to work together 
to implement these drug cards at a time when very much is need- 
ed. 

I represent the State of Wyoming which is very, very rural. Sen- 
iors in my State not only need help with their drug costs, but they 
need help in accessing health care, period. For those who of you 
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who are not familiar with Wyoming, the State goes heyond what 
is commonly known as “rural status” to something called “frontier 
status,” having a population density of less than six people per 
square mile. In fact, 22 of Wyoming’s 23 counties have this “fron- 
tier” designation. Wyoming relies almost exclusively on three 
health insurers in the State, and that is it — three. We have no 
other choices. There are no Medicare-nChoice plans which tradition- 
ally offer drug coverage, and the State’s Medicaid Pharmacy Pro- 
gram is buckling from the weight of increased utilization and high- 
er drug costs. For example, expenditures for prescription medica- 
tion in Wyoming Medicaid Pharmacy Program have almost doubled 
between 1996 and 2000, from $13.3 million to $25.3 million. That 
is a staggering amount of money in a State that has only 490,000 
people. 

I am also very receptive to any drug proposal that can offer some 
help in the interim to seniors. This committee will continue to work 
to enact a comprehensive prescription drug benefit program under 
Medicare, but in the meantime we should continue to entertain 
proposals put forth by those in the private sector to take care of 
those seniors who are the most needy. 

I am anxious to learn more from our witnesses today, and with 
that, Mr. Chairman, I yield back the balance of my time. 

[The prepared statement of Hon. Barbara Cubin follows:] 

Prepared Statement of Hon. Barbara Cubin, a Representative in Congress 
FROM THE State of Wyoming 

Thank you, Mr. Chairman. 

Congress has every intent of drafting a prescription drug benefit under Medicare, 
and make no mistake about it we will get it done. 

The problem we face at present is how to get some relief to seniors right now as 
they face drug costs that continue to rise. 

This hearing will give us a good indication of the progress we are making with 
temporary prescription drug remedies, such as discount drug cards and expanding 
Medicaid programs. 

There are a number of drug cards in the pipeline that are designed to help those 
seniors who have the highest of drug costs while at the same time very low incomes. 

I applaud the collaborative effort of so many in the private sector to work together 
to implement these drug cards, at a time when it is very much needed. 

I represent the State of Wyoming, which is very rural. Seniors in my state not 
only need help with their drug costs, but they need help in accessing health care 
period. 

For those of you not familiar with Wyoming, the state goes beyond what is com- 
monly known as “rural” status t6 sthamMgng pajlad “ 
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Mr. Bilirakis. The Chair thanks the gentlelady. Mr. Wynn, for 
an opening statement. The Chair apologizes to Mr. Wynn, he 
should have been called much earlier. 

Mr. Wynn. Thank you, Mr. Chairman. Certainly, no apology 
needed. I want to applaud you for calling this hearing. I think it 
is certainly very important. But I also want to join the chorus that 
is calling for a universal prescription drug benefit, a Medicare-type 
benefit. 

The fact of the matter is that over 50 percent of the beneficiaries 
have incomes above 175 percent of poverty, which is to say middle- 
class and working-class seniors who worked and saved all of their 
lives are not being covered by the prescription drug benefit that the 
Republican side is discussing. And I don’t think that that’s fair. 
They shouldn’t have to compromise the quality of their lives be- 
cause of the high cost of prescription drugs. 

Seniors suffer from heart disease, cancer, diabetes — you could 
name a wide range of illnesses — are basically having their lifestyle 
gouged because of the high cost of prescription drugs. 

I note that the President is budgeting about $270 billion for pre- 
scription drug coverage whereas a universal plan would cost about 
$700 billion. I also note that this week we are poised to make per- 
manent tax cuts that basically benefit the very wealthy, again leav- 
ing middle-class and working-class seniors without a prescription 
drug plan. 

I think this is a worthy cause, this is an important issue, and 
we ought to be working toward a universal plan to cover all sen- 
iors. I relinquish the balance of my time. 

Mr. Bilirakis. Mr. Burr for an opening statement. 

Mr. Burr. I thank you, Mr. Chairman. I think most members of 
this committee would agree that in 1965 when Medicare was cre- 
ated, prescription drugs were not part of any health care plan. So 
it is not unusual to believe that at some point we would have a de- 
bate as to whether prescription drugs would become part of the 
seniors health plan in America. I think some may question why it 
has taken us so long to reach the point that we have, and it is be- 
cause there are varying suggestions on how we get there, the scope 
of the benefit. 

In the end, it is this committee. Ways and Means, ultimately this 
Congress, who will be challenged to make sure that the benefit is 
what seniors need and, as importantly, that our children can afford 
it. We do absolutely no good if we design a benefit that 10 years 
from now we find America can’t pay for and, therefore, we revert 
to some of the things we’ve already tried in health care, which is 
to just continue to cut what we are willing to reimburse for the pro- 
gram. 

I want to welcome all of our witnesses today. I think this is a 
valuable hearing, Mr. Chairman. I think that the benefit is needed. 
It is needed because, in fact, we have got to come up with a plan 
that is accessible, affordable and, more importantly, voluntary. It 
has got to incorporate the right incentives for employers that cur- 
rently offer prescription drugs as a retirement benefit to stay in the 
business of supplying prescription drugs as a retirement benefit. It 
will challenge every bit of creativity that we can come up with, but 
I have got to go back to where I started. 
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If, in the end, we haven’t designed something that our children 
can afford, then this Congress will have made a grave mistake. I 
look forward to the witnesses today, Mr. Chairman, and the ques- 
tions that will be asked by this committee, and I yield. 

Mr. Bilirakis. The Chair thanks the gentleman. Ms. Capps for 
an opening statement. 

Ms. Capps. Thank you, Mr. Chairman, and I want first to ac- 
knowledge the presence in our hearing room of 14 high school stu- 
dents from Santa Barbara, California, who are here in Washington, 
DC for the Washington Institute for Jewish Leadership and Values, 
with their Rabbi. And the fact that they are here, having traveled 
clear across the country from the central coast of California for this 
hearing on Medicare indicates to me the seriousness of this topic 
and the importance of it as well, importance of it in my congres- 
sional district when I go back on weekends to hold office hours, 
meet with senior and health groups, even if I am just walking 
down the street or in the grocery store, this is the issue that my 
constituents are talking with me about. It has not been on the 
front page of newspapers recently, or the lead story on the evening 
news, but it is foremost in the minds of my constituents. And I 
would note that in this morning’s Washington Post, David Broder 
has a column called “Health Care in a death cycle,” in which he 
is referring to a related issue, the staggering increases in insurance 
premiums. So, seniors ask me when Medicare is going to cover 
their medicine. Younger men and women ask when their parents 
are going to be able to get help from the government. This is the 
issue that consumes their thoughts and causes their deepest wor- 
ries. This is what people on a fixed income and whose lives are — 
and all of our lives — are dependent upon an always improving pre- 
scription drugs. And because medical advances that are under- 
standing of aging and new miracle drugs, because of all these ad- 
vances, their lives have been extended far beyond what they ex- 
pected and prepared for. These increased medical costs, particu- 
larly the rapid growth in prescription drug costs, are spiraling be- 
yond the ability of any of them to pay for. Almost all of them are 
falling into this category. 

Projections by the CBO give us information that seniors will 
spend $1.8 trillion over the next 10 years on prescription drugs not 
covered by Medicare. It is mind-boggling. We can’t expect this to 
continue. That is why we are in agreement, we need to have a pre- 
scription drug benefit quickly dealt with. 

But I have, along with others, serious concerns about the pro- 
posals put by the President. His recommendation would only help 
the poorest seniors, and that is what the topic of our hearing is 
today. This leaves out millions of our parents and grandparents 
facing the same kind of choices about whether to take their medi- 
cine or to pay for their other basic expenses. 

I am also concerned about using a Federal matching system that 
would give seniors in different parts of the country different bene- 
fits with different cost-sharing. I am skeptical of approaches using 
private insurers to provide this benefit, as has been suggested by 
some. 

Medicare was established because the private insurance system 
could not provide health care to seniors in a way they could afford 
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simply because it isn’t good business for these older people. As we 
have experimented with privatization in the Medicare+Chose pro- 
gram, it has shown us the little success that we can expect. Since 
the program’s inception, 2 million seniors have been dropped from 
their Medicare HMOs. Medicare-nChoice is popular in my district 
primarily because of the prescription drug benefit it offers, but as 
the HMOs pull out, as cost-sharing increases, and as the very bene- 
fits they want are cut, seniors are losing patience. 

Medicare is meant to help seniors get the care they need that 
private insurance won’t provide, and now, as we update the stand- 
ards of that care, I think it is important that we avoid making the 
mistakes of the past. We need to deliver a prescription drug ben- 
efit, Mr. Chairman. That benefit needs to be a standard benefit 
that they can count on no matter where they live or how much 
money they have. 

I appreciate the opportunity to hear from out witnesses on this 
subject, and I look forward to working with you on the solution to 
these problems. I yield back. 

[The prepared statement of Hon. Lois Capps follows:] 

Prepared Statement of Hon. Lois Capps, a Representative in Congress from 
THE State of California 

Mr. Chairman, the single most important issue to the seniors in my district is a 
Prescription Drug Benefit. 

When I return to my district, hold office hours, meet with senior and health 
groups, even when I am just walking down the street, this is the issue they talk 
to me about. 

While this issue has not been on the front page of the newspapers recently, or 
the lead story on the evening news, it is foremost in the minds of my constituents. 

Seniors ask me when Medicare will cover their medicines. Younger men and 
women ask when their parents will be able to get help from the government. 

This is the issue that consumes their thoughts and causes their deepest worries. 

This is about people who are on a fixed income and whose lives and quality of 
life are dependent on always improving prescription drugs. 

And because medical advances, better understanding of aging, and new miracle 
drugs their lives have been extended far beyond what they expected and prepared 
for. 

The increased medical costs, particularly the rapid growth in prescription drug 
costs are spiraling beyond their ability to pay. 

According to projections by the Congressional Budget Office seniors will spend 
$1.8 trillion over the next ten years on prescription drugs not covered by Medicare. 

This is mind-boggling. We cannot expect seniors who have to limit their spending 
to foot the bill without help. 

That is why I think all of us are in agreement that we need to pass a prescription 
drug benefit quickly. 

But I have serious concerns about the proposals put forward by the President and 
others. His recommendation would only help the poorest seniors and leave millions 
of our parents and grandparents facing choices medicine and other basic expenses. 

I am also concerned about using a federal matching system that could give seniors 
in different parts of the country different benefits with different cost sharing. 

And I am skeptical of any approach using private insurers to provide this benefit, 
as has been suggested by some. 

Medicare was established because the private insurance system could not provide 
health care to seniors in a way they could afford, simply because it was not good 
business. 

And we have experimented with privatization in the Medicare + Choice program, 
but with little success. 

Since the program’s inception 2 million seniors have been dropped from their 
Medicare HMOs. 

Medicare+Choice is popular in my district because of the prescription drug benefit 
it offers. But as the HMOs pull out, as the cost-sharing increases, and as the very 
benefits they want are cut they are losing patience. 
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Medicare is meant to help seniors get the care they need that private insurance 
won’t provide. And now, as we update the standard of that care, I think it is impor- 
tant that we avoid making the mistakes of the past. 

We need to deliver a prescription drug benefit, Mr. Chairman, and that benefit 
needs to be a standard benefit that they can count on no matter where they live 
or how much money they have. 

I appreciate this opportunity to hear from our witnesses on this subject and I look 
forward to working with you on a solution to these problems. 

Mr. Bilirakis. The Chair thanks the gentlelady, and would like 
to welcome the young group from Santa Barbara on behalf of the 
entire committee. 

Mr. Buyer for an opening statement. 

Mr. Buyer. Mr. Chairman, I will be brief I love living in Amer- 
ica, a place where it is okay to dream big, a place where individ- 
uals embrace freedom, innovation, initiative, where we take the 
great minds of not only our own country but that come from all 
over the world to be here so that here in America we can push the 
bounds in human health, of science, biology, engineering, physics, 
into a realm where Mother Nature has never been. There have 
been great benefits to our society. Who wouldn’t want access to all 
of those “benefits” that come? 

Then the question about access is “who pays”? As I sat here and 
listened to some of my colleagues this morning, it is sort of “gee, 
let’s just give everybody” — and you get the sense that it is “some- 
thing for nothing.” It is not. 

I am anxious to hear from our witnesses, whether it is from the 
AARP or whomever, about what are the cost implications. Just as 
equally, what are the cost-shifting implications of what we are even 
proposing? 

So, my bottom line is — I am going to yield back — whatever we do, 
I don’t want anything to ever have a chilling impact upon a great 
country that I love, and that can deliver medicine that has a great 
benefit not only to us, but under the world that is jealous about 
what we have. I yield back. 

Mr. Bilirakis. The Chair thanks the gentleman. Ms. Eshoo for 
an opening statement. 

Ms. Eshoo. Thank you, Mr. Chairman, for holding this hearing. 
It is an important one. It is not the first time we are discussing 
the issue. I think that everyone understands that we are not debat- 
ing whether we should have a policy that guides us in offering a 
Medicare prescription drug benefit, the debate is over how. And I 
think that it is important to just give some ground truth on this 
thing. 

We all say that we are for it, and we are because we know what 
the needs of our people are at home. They tell us every week when 
we go back to our congressional districts. 

There is really a chasm between the Republican Party and the 
Democratic Party on this, and it really goes to the core of our views 
on how or what the government can and should do. This debate 
about only doing part of this — only doing part of this — I would like 
to pose this question. If, in fact, you are only going to offer a ben- 
efit that touches a handful of beneficiaries that are in the system, 
why don’t you repeal Part A and Part B? Why don’t you rewrite 
that and bring the same principle that is being offered today by the 
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administration and by my Republican colleagues, because that is 
really what you are talking about. 

I have heard members say here in this committee that to offer 
a universal benefit is the equivalent of reparations for the elderly. 
Come on. Come on. This week we are going to vote on making per- 
manent — making permanent — the 10-year tax cut. In the second 5 
years of the 10-year plan, we will put permanently into the Tax 
Code $4 trillion for that tax cut. I am for some tax cuts. I come 
from a place where people like them. Most frankly, every American 
likes a tax cut. But, you know, you really have to put — this is on 
its head. We are saying that we can’t afford it. We are saying that 
it only should have parentheses around it. We are saying we can’t 
do a Cadillac plan. It is all of this driving with an emergency brake 
on. 

I venture to say that if you are for something in Medicare, that 
you stick with the Medicare program. It is what people embrace. 
It is what they use. It is their insurance plan. And if you are not 
committed to that, the rest of it is just tinkering around the edges. 
And some of you may be surprised for me to come our really swing- 
ing as hard as I am on this, but what good is a plan if it isn’t uni- 
versal? 

Do people in the next bracket in terms of fixed income not ever 
get sick? Come on. We are not protected that way. If a senior has 
a $20,000 a year income, you mean they can’t get any coverage 
through Medicare? 

I think the real test is, are you for A and B? If not, you know 
what? Repeal it. That is universal. One of it is voluntary. I support 
a voluntary participation in this. 

I offered something legislatively that had competition in it. Re- 
publicans didn’t come on it. Most frankly. Democrats didn’t like it 
too much either. But it did meld both public and private. But this 
business of only doing a slice of this and saying we are for it but 
we can’t afford it, when this massive issue is going to come to the 
floor and it will pass — it will pass — I think that we can do some 
tax cuts, but I want to tell you something, I really think that we 
should all go home and collectively hang our heads in shame if we 
can’t and don’t do this. 

We are the greatest Nation on the face of this earth, and there 
is more than one national security here. Hubert Humphrey said 
that a Nation is measured on how it cares for those that are in the 
autumn of their lives as well as those that are in the spring of 
their lives. And you know what? Those words still stand. That is 
not just a bunch of junk. That is not a thought from the past. 

We are kidding ourselves when we say we are going to breach 
this gap. There is a huge difference — and I respect my colleagues 
that view it a different way — ^but let us just call it for what it is. 
We are not going to offer something to seniors in this country with 
what is being promulgated. It is not even a half-baked plan. 

So, you can tell that I am frustrated and I am a little angry, a 
little ticked off. I commend all those that are trying with the 
bandaids, the private sector, the drug companies to come up with 
cards and all that, the President’s intentions are good, but you 
know what — they miss the mark. It is not enough. 
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We can do this without damaging the rest of our economy. We 
have to have the political will to do it. That is what is lacking here. 
That is the prescription that is lacking. Thank you, Mr. Chairman. 

Mr. Bilirakis. The Chair thanks you. Mr. Pitts for an opening 
statement. 

Mr. Pitts. Thank you, Mr. Chairman for holding this important 
hearing today. The series of hearings that this committee have 
heen very helpful in getting an overview of the program and how 
we should craft a prescription drug provision, and we all owe our 
gratitude to the Chairman for his aggressive leadership on this im- 
portant issue. I will he brief 

Almost daily we hear of new breakthrough treatments industry 
has developed to combat diseases, and I am hopeful that this com- 
mittee will ensure that patients in need of these lifesaving treat- 
ments have access to them, and I am supportive of forming some 
sort of public-private partnership to make this happen. 

Mr. Chairman, I will submit my entire statement for the record, 
but I look forward to working with you to strengthen, and mod- 
ernize the Medicare program, and appreciate the opportunity to 
hear from our witnesses on this subject today. I yield back the bal- 
ance of my time. 

[The prepared statement of Hon. Joseph R. Pitts follows:] 

Prepared Statement of Hon. Joseph R. Pitts, a Representative in Congress 
FROM THE State of Pennsylvania 

Thank you, Mr. Chairman, for holding this important hearing today. I have appre- 
ciated the series of hearings this committee has held on this issue. The hearings 
have heen very helpful to me in getting an overview of the program and how we 
should craft a prescription drug provision. 

We all owe our gratitude to the Chairman for his aggressive leadership on this 
important issue. 

I along with many of us here, have family members who are eligible for Medicare. 
And historically, Pennsylvania has one of the highest senior populations in the na- 
tion. For these reasons, it has become increasingly clear to me that Congress needs 
to modernize Medicare and bring the Program into the 21st Century as soon as pos- 
sible. 

I have a strong interest in ensuring we address the needs of our growing popu- 
lation senior population. 

As you know, according to a recent Medicare Trustees Report, in the year 2030, 
there will be double the amount of beneficiaries than we have today. Conversely, 
the number of workers paying into the Medicare program will only increase by 15 
percent. That is why, as we attempt to modernize the Medicare benefits package, 
we must also make necessary reforms to ensure the sustainability of the program. 

Mr. Chairman, almost daily we hear of new breakthrough treatments industry 
has developed to combat diseases. I am hopeful that this committee will ensure that 
patients in need of these life saving treatments have access to them. I am sup- 
portive of forming some sort of public-private partnership to make this happen. 

Mr. Chairman, I look forward to working with you to strengthen and modernize 
the Medicare program and to provide a quality, affordable and voluntary prescrip- 
tion drug plan. 

I look forward to hearing from our witnesses and I yield back the balance of my 
time. 

Mr. Bilirakis. I thank you, sir. Mr. Waxman for an opening 
statement. 

Mr. Waxman. Thank you very much, Mr. Chairman. I, too, want 
to welcome the group from California, before they leave, to tell 
them how fortunate they are to have such a terrific representative 
as Congresswoman Capps. And I am reluctant to say anything in 
my opening statement because I think her statement was so superb 
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on the whole subject, and they should be proud of our colleague, 
Anna Eshoo from California, because the passion that she showed 
about this issue is exactly what I would hope the Congress would 
do when we look at the fact that so many seniors who were prom- 
ised protection under the Medicare program have no prescription 
drug coverage. It would be like having a health insurance program 
that didn’t cover doctor bills, or hospital bills. That would have 
been unthinkable in 1965. It really is unthinkable now to have a 
health care insurance plan that doesn’t cover prescription drugs. 

I have certainly been protecting low-income people. I have spent 
a great part of my career trying to expand programs for low-in- 
come. The coverage of long-term care services and prescription 
drugs that Medicaid have provided to supplement Medicare for low- 
income seniors and disabled persons has been absolutely critical in 
providing them with adequate health insurance, but the situation 
today demands that we approach coverage more broadly. We need 
a comprehensive uniformly available drug benefit for all seniors 
and disabled persons covered by Medicare. Drugs are a critical part 
of any health coverage plan today. It is not a benefit that can only 
be provided to a portion of the population. Of course, when a uni- 
versal benefit is established, we will need to include extra help 
with cost-sharing and premiums for those without adequate in- 
come, just as we do now in the basic Medicare program. We can 
all expect to do that. 

But the point is, real coverage for low- and moderate income peo- 
ple and for all Medicare beneficiaries is going to be best achieved 
by moving now to put a comprehensive and universal benefit in 
place, modeled on the way all benefits are provided in Medicare. 
Any other step will simply delay achievement of our ultimate goal 
to divert resources to programs that are going to be slow to imple- 
ment and ultimately ineffective, and fail to meet the promise we 
made to Medicare seniors and disabled persons. 

So, I am looking forward to the hearing today. I will have to be 
in and out of this hearing because there are conflicts in my sched- 
ule, but I would hope that we would have a record that would es- 
tablish we care about low-income people, but if we are going to 
have prescription drug coverage, it ought to be for all Medicare 
beneficiaries. Everyone ought to have the benefit of a prescription 
drug package. Yield back the balance of my time. 

[The prepared statement of Hon. Henry A. Waxman follows:] 

Prepared Statement of Hon. Henry A. Waxman, a Representative in Congress 
FROM the State of California 

Mr. Chairman, I am proud of the work I have done throughout my career to help 
bring health care coverage to low-income people. I have spent many years working 
to support, improve and extend the Medicaid program, and the coverage it provides 
to low-income children, families, disabled persons, and seniors. 

The coverage of long-term care services and prescription drugs that Medicaid has 
provided to supplement Medicare for low-income seniors and disabled persons has 
been absolutely critical in providing them with adequate health care coverage. 

But the situation today demands that we approach coverage more broadly. We 
need a comprehensive, uniformly available drug benefit for all seniors and disabled 
persons covered by Medicare. Drugs are a critical part of any health coverage plan 
today. It is not a benefit that can only be provided to a portion of the population. 

Of course, when a universal benefit is established, we will need to include extra 
help with cost-sharing and premiums for those without adequate income, just as we 
do now in the basic Medicare program. We all expect to do that. 
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But the point is, real coverage for low and moderate income people, and for all 
Medicare beneficiaries, is going to be best achieved by moving now to put a com- 
prehensive and universal benefit in place, modeled on the way all benefits are pro- 
vided in Medicare. 

Any other step will simply delay achievement of our ultimate goal, divert re- 
sources to programs that are going to be slow to implement and ultimately ineffec- 
tive, and fail to meet the promise we have made to Medicare seniors and disabled 
persons. 

Mr. Bilirakis. I thank the gentleman and now recognize Mr. 
Barton for an opening statement. 

Mr. Barton. Thank you, Mr. Chairman. It is important that you 
hold this hearing. This is an important issue. As you know, we are 
working to put together a package — hopefully a bipartisan pack- 
age — to present an Energy and Commerce Committee bill for con- 
sideration on the floor. 

I will say that we need to be cognizant of the fact as we try to 
put the package together, that we also need to be cognizant of the 
cost of it. We are talking in numbers of $30-40 billion per year out 
to infinity, and this is in a year in which we are now expected to 
have budget deficit. Today’s Wall Street Journal talked about the 
deficits probably going into the middle of this decade. So, I am 
working with Congressman Sam Johnson, as you well know. One 
of the alternatives to look at would be some sort of prescription 
medical savings account program that would give the seniors the 
option to opt into that, and then they could take that money to pur- 
chase any number of private sector or private and public sector 
backed plans. That is a plan that we hope to have available for 
people to take a look at in the next week or 2. 

But I do appreciate you holding this hearing, and it is good to 
be in the hearing room. It is the first time I have actually been in 
the hearing room at a hearing since we had all this high-tech gadg- 
etry. My question would be why you don’t have the big screen at 
the back so we can see you. Chairman Tauzin, when he holds a 
hearing in here, I am told he has all the screens up and all the 
cameras focused on him. You are a much more humble man. 

Mr. Bilirakis. I will not comment. Mr. Deutsch for an opening 
statement. 

Mr. Deutsch. Thank you, Mr. Chairman. Having been back at 
home for the break and interacting with constituents, I can tell you 
that I don’t think there is a more important, more real issue that 
people are facing, seniors are facing. I experienced it a little bit 
with my parents over the break as well when I had to fill a pre- 
scription for my dad who just had gotten out of the hospital. And 
this is real. It affects people’s lives. And I think that we need to 
be broader, and I think ultimately we will be broader, and it is just 
a question of time before Congress catches up with the American 
people on this issue. 

Mr. Bilirakis. I thank the gentleman. Dr. Ganske. 

Mr. Ganske. Thank you, Mr. Chairman. I believe that health 
care issues are going to be important for at least the next decade. 
We have certainly seen premiums rising for employers signifi- 
cantly. The cost of prescription drugs have gone up a lot to, some 
say, on an average of 18 percent per year. 

I continue to get letters from senior citizens who are having to 
make decisions on whether to pay their high home heating bills or 
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buy their prescription drugs, and I believe that we have an oppor- 
tunity to at least make an important first step this year. 

We had $350 billion budgeted for Medicare in our budget. I had 
an opportunity to speak to President Bush just 2 days ago on this 
health care issue, and he, too, wants to do something about pre- 
scription drugs. But I pointed out to him that in Iowa where we 
rank 50th out of 50 States in terms of Medicare reimbursement, 
our small town rural hospitals are going bankrupt, payments to 
providers are so low that in many cases they are not taking new 
Medicare patients. 

So, I believe that in addition to doing something about prescrip- 
tion drugs, we ought to look at the issue of increasing reimburse- 
ment for rural hospitals, for teaching hospitals, and for some other 
providers, too, because what good will it do my senior citizens in 
rural Iowa if they now have a very rich prescription drug benefit, 
but they don’t have a hospital or a doctor to go to in their commu- 
nities? 

So, I think we need to look at something of a balanced approach 
when we are looking at a prescription drug benefit. I believe there 
is a way to offer help to low-income seniors. There is a way to offer 
a benefit to other seniors, and there is a way to help with other 
providers. 

I am happy to, Mr. Chairman, work on your task force along 
with Congresswoman Johnson, in consultation between the Com- 
merce Committees and the Ways and Means Committees, and with 
the administration, and to see if we can solve some problems. I 
mean, we need to get past the tired, old, bitter, partisan politics of 
“fingerpointing.” This is just too important an issue to play political 
games with. And with that, I will yield back. 

Mr. Bilirakis. Thank you. Dr. Ganske. Mr. Engel for an opening 
statement. 

Mr. Engel. Thank you, Mr. Chairman. I look forward to this 
hearing. I believe there is nothing more significant that we can do 
to help seniors in this country than pass a meaningful prescription 
drug program. I speak with seniors all the time, and my mother 
is the best senior that I speak with, and she said that the best 
thing Congress can do, in her opinion, is to pass legislation pro- 
viding for prescription drug help under the Medicare Health Pro- 
gram. I believe that is what this Congress ought to do. 

We have danced around this issue for far too long. We talk about 
discount drug cards, invoking meaningless legislation that provides 
little or no benefit for seniors, and I believe that we demonstrated 
gross irresponsibility by cutting taxes to the extent we did when we 
could have enacted a comprehensive benefit instead. 

We can’t have it both ways. If we are going to cut back and cut 
back in taxes and go from a surplus to a deficit, then the truth of 
the matter is there is no money left for meaningful legislation for 
prescription drugs for seniors. 

So, I think at some point we have to get beyond the rhetoric and 
the talking and put our money where our mouth is and do some- 
thing for the senior citizens of this Nation. Providing seniors with 
affordable access to prescription drugs has been a priority of mine 
for years. I, like everyone else, have a number of seniors in my dis- 
trict and, again, I think this is their No. 1 concern. Medicare was 
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created to provide seniors with affordable access to high quality 
health care. It was enacted to prevent seniors from losing their life- 
savings when they became sick late in life. 

As President Johnson signed the Medicare legislation into law, 
he said, “No longer will illness crush and destroy the savings sen- 
iors have so carefully put away over a lifetime so they might enjoy 
dignity in their later life.” I believe the Medicare program, unfortu- 
nately, is no longer achieving that goal. Seniors are forced to spend 
their life savings on medicines or go without them, and we have 
heard, and my mother tells me stories of seniors cutting up pills 
or taking half-doses to save money. That is not high-quality care, 
and that is not living with dignity. 

Congress cannot let this continue. We must enact a comprehen- 
sive benefit that will help all seniors — again, not a sham bill, but 
a comprehensive bill. We will hear testimony today about creating 
a drug discount card for seniors at 200 percent or 300 percent of 
poverty, and we will arbitrarily draw a line in the sand saying that 
these seniors get some help and those seniors don’t because they 
are not yet poor enough. I have so many people in my district who 
tell me they are just a little bit above the line, they are middle- 
class, they are working class, they have worked hard all their lives, 
and yet they are not eligible. That should change. 

So, I support helping low-income seniors with their drug costs, 
but I believe fervently a discount card is not the solution and will 
only impede efforts to enact a comprehensive benefit. I urge the 
committee to consider my legislation, H.R. 339, which provides a 
comprehensive drug benefit for all Medicare beneficiaries. 

Again, I believe that with the huge tax cuts that Congress en- 
acted, it really knocked a meaningful prescription drug benefit for 
seniors out of the box. We ought to right that wrong. Let us not 
continue to fail to enact a real meaningful prescription drug benefit 
under Medicare. Let us do it as soon as we can. I thank you, Mr. 
Chairman. 

Mr. Bilirakis. I thank the gentleman. Mr. Deal for an opening 
statement. 

Mr. Deal. Thank you, Mr. Chairman. Having three senior citi- 
zens who reside in my home, two in the upper 80’s and one in the 
middle 90’s, I probably make as many runs to the local pharmacy 
to fill prescriptions as anyone in this room, and I understand the 
volume and the cost, and I understand the importance of it. But 
I think there are also some things we need to all keep in mind. All 
three of these who live in my home are retired school teachers, who 
have a pretty good prescription drug plan as a part of their retire- 
ment package. They don’t want to lose that. They don’t want the 
government to take that away from them. And they certainly don’t 
want the government to replace it with something that is not as 
high a quality or is as good in terms of reimbursement as what 
they have, and that is certainly a concern. 

But I can’t help but think that most of us in this room today 
were here in 1997 when we wrestled with the reality that Medicare 
was going to go bankrupt as of last year. And anytime that we 
start talking about adding new programs and new cost factors, I 
think we have to also ask the hard questions, how and who is going 
to pay for it? And those are hard questions. 
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I think we don’t need to be unrealistic in a program that we ad- 
vocate. We need to make sure we can pay for it, and that we don’t 
jeopardize the entire Medicare system in the process. 

Just as those three senior citizens who live in my home are con- 
cerned about their prescription drugs, by the same token I think 
they are concerned that their grandchildren not be burdened with 
a cost factor that cannot be sustained over the long period of time. 
Obviously, these are not the kind of “promise everything” questions 
that some people want to talk about, but they are the realities of 
any program, and certainly one of the magnitude of the one we are 
talking about. 

I thank you, Mr. Chairman, for holding this hearing, it is cer- 
tainly timely. I yield back the balance of my time. 

Mr. Bilirakis. Thank you, sir. Mr. Green. 

Mr. Green. Thank you, Mr. Chairman. Following my Georgia 
colleague, having a lot of retired district and my wife who will be 
a retired teacher in a couple of years, your Georgia plan must be 
better than our retired teachers plan in Texas for prescription 
drugs. 

I appreciate the Chairman for holding this hearing today, and 
also for Dr. McClellan being here because, again, a prescription 
drug benefit plan is not something that’s new to our committee. We 
have held these hearings for a number of years. 

Prescription drugs are an essential component for our health 
care system for everyone, but especially for seniors. While seniors 
make up only 14 percent of our population, they use 43 percent of 
prescription drugs. In fact, more than 88 percent of Medicare’s 39 
million beneficiaries use prescription drugs, with the average older 
American using 18.5 prescriptions annually — 18.5. I am happy that 
I only have two. And so we see that prescription drug costs are im- 
portant to everyone, including private sector, but we also know 
that for seniors it is even more important. 

Today, 38 percent of the beneficiaries have no insurance under 
Medicare for prescription drugs, and an additional 25 percent have 
coverage that is unreliable. In fact, again, I am using my Texas ex- 
perience on teacher retirement system and health care plan, most 
of those teachers aren’t eligible for Medicare because they never 
paid in or not qualified for Social Security. So that is also a con- 
cern. 

The recent report by the Kaiser Family Foundation Health Re- 
search Education Trust found that the employer-sponsored health 
coverage is already eroding. There has been a decline of 43 percent 
in number of firms offering retiree coverage. So that is why instead 
of employers not covering retirees, we are already seeing they are 
eroding it, and Congress hasn’t done anything for prescription 
drugs. 

It is time for Congress to adopt a guaranteed Medicare prescrip- 
tion benefit for all seniors. This issue grows more and more urgent 
every year, especially as the drug costs continue to skyrocket. 

According to a recent published survey by the National Institute 
of Health Care Management, spending on outpatient prescription 
drugs in retail outlets rose 17.1 percent last year — 17.1 percent — 
$131 billion to $154 billion. 17.1 percent is well above the inflation 
rate for last year. And can you imagine seniors on a fixed income 
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having to cover that expense? About half of that increase occurred 
in the class of drugs that treat depression, high cholesterol, diabe- 
tes, arthritis, high blood pressure, and other chronic conditions 
that disproportionately affect seniors, and not surprising, the top 
50 selling drugs accounted for 44 percent of the total outpatient re- 
tail drug sales in 2001, and these are also the same drugs that are 
heavily advertised on television, radio and magazine ads. 

Whether or not Congress provides some assistance to low-income 
beneficiaries, drug costs will continue to be a growing burden for 
middle income individuals who make up the bulk of the Medicare 
beneficiaries. Providing assistance only to low-income beneficiaries 
will not do nearly enough to address the problem. 

I know some of our witnesses on the panel today will talk about 
prescription discount cards that are now available, and I appreciate 
that. In fact, we are marketing that with my seniors in my own 
district, both in Spanish and English, saying these are available for 
seniors, but they usually do only provide some relief for low-income 
seniors. These programs are a start, and I appreciate the industry 
doing that, but we have to do much more, but we cannot let it end 
just at these prescription cards by the private sector. The simple 
truth is we need a comprehensive voluntary guaranteed benefit for 
all Medicare beneficiaries. We’ve been debating this issue too long. 
We need to actually get it started, even though we may not be able 
to pay for it this year, we need to get it started so seniors will 
know that there is some light at the end of the tunnel. I yield back 
my time. 

[The prepared statement of Hon. Gene Green follows:] 

Prepared Statement of Hon. Gene Green, a Representative in Congress from 

THE State of Texas 

Mr. Chairman, thank you for holding this hearing today on providing a Medicare 
prescription drug benefit to low-income seniors. 

Prescription drugs are an essential component of our health care system, espe- 
cially for seniors. 

While seniors make up only 14% of the U.S. population, they use 43% of all pre- 
scription drugs. In fact, more than 88% of Medicare’s 39 million beneficiaries use 
prescription drugs, with the average older American using 18.5 prescriptions annu- 
ally. 

Today, 38% of Medicare beneficiaries have no insurance coverage for prescription 
drugs. An additional 25% have coverage that is unreliable — inadequate, costly or 
both. 

A recent report by the Kaiser Family Foundation and the Health Research and 
Educational Trust found that employer sponsored health coverage is eroding. There 
has been a 43% decline in the number of firms offering retiree coverage. 

It is time for Congress to adopt a guaranteed Medicare prescription drug benefit 
for all seniors. 

This is an issue that grows more and more urgent each year, especially as drug 
costs continue to skyrocket. 

According to a recently published study by the National Institute for Health Care 
Management, spending on outpatient prescription drugs in retail outlets in the U.S. 
rose 17.1% in the last year, from $131.9 billion to $154.5 billion. 

About half of that increase occurred in the classes of drugs that treat depression, 
high cholesterol, diabetes, arthritis, high blood pressure, and other chronic condi- 
tions that disproportionately affect seniors. 

Not surprisingly, the top 50 selling drugs accounted for 44% of total outpatient 
retail drug sales in 2001. These are the same drugs that are most heavily advertised 
on television, the radio and in magazine ads. 

Whether or not Congress provides some assistance to low-income beneficiaries, 
drug costs will be a growing burden for the middle income individuals who make 
up the bulk of Medicare beneficiaries. 
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Providing assistance only to low-income beneficiaries will not do nearly enough to 
address this problem. 

I know that some of our witnesses will testify about the prescription drug discount 
cards that are available to some low-income seniors. 

I have always appreciated that the industry created these cards and programs, 
because they usually do provide some relief for low-income seniors. 

These programs are a start — but we cannot let them be the end. 

The simple truth is that we need a comprehensive, voluntary, guaranteed benefit 
for all Medicare beneficiaries. 

We have been debating this issue for the better part of the last decade. It is time 
for us to commit the resources, create the most cost-effective plan, and sign it into 
law. 

To do anything less would be to shirk our responsibilities to the seniors who have 
worked their entire lives to make this country great. They are counting on us to 
do the right thing and provide a meaningful benefit. 

Thank you, Mr. Chairman, and I yield hack the balance of my time. 

Mr. Bilirakis. The Chair thanks the gentleman. Mr. Pickering. 

Mr. Pickering. Thank you, Mr. Chairman, and I want to thank 
you for the work that you have done on this very important issue 

and the progress that we are beginning to make. It is time to stopho have We haor aho n(anoy t( 
and 
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Over the past decade, even more troubling is the fact that the 
availability of retiree health benefits has been eroding, so the trend 
is heading in the wrong direction. We are going to see fewer and 
fewer employer-sponsored plans that are providing these benefits. 
That is why it is up to Congress to act, and I do hope we act to 
include this as a Medicare benefit. 

It is also troubling to me to hear people say, “Well, we can’t do 
this now,” but at the same time that this Congress is dipping into 
the Medicare Trust Funds to pay for a permanent tax cut. Con- 
gress is essentially fiddling its violin and nothing is getting done 
on this issue. 

Let us not have this permanent tax cut. Let us deal with this 
issue. This is a real pressing issue for people in this country. But 
even if we switch it to Medicare, we have to do more than that be- 
cause simply switching who pays will not end the problem. As, 
again, probably everybody in this room knows, the rising prescrip- 
tion drug costs are the major factor in rising health insurance costs 
in this country. 

We have been criticized, those of us who want to do something, 
saying that if we somehow take on the pharmaceutical industry, 
that we are going to hamper research. The last thing I want to do 
is hamper research. I think that this industry has done a tremen- 
dous job with research. I think it has allowed people to live longer, 
and I think it has allowed them to live healthier lives. So, I ap- 
plaud the research that is being done, but we would be remiss if 
we didn’t point out that a lot of the basic research is paid for with 
Federal tax dollars, and that allows a lot of the basic research in 
this country to go forward, and that is an important contribution 
that the taxpayers in this country are making. 

The other part that is troubling to me — and there is a recent ar- 
ticle that talks about — for the fourth straight year prescription 
drug spending rose more than 17 percent in 2001, driven in large 
measure by a few heavily advertised high-priced medications, a 
nonpartisan study released yesterday showed. 

We have all seen these commercials. I was just with my wife over 
the weekend. We were watching one of these commercials on tele- 
vision, and I said, “Chris, I have got to get that drug.” And she 
said, “Tom, you don’t even have the illness.” But these advertise- 
ments are so effective and people are going out and asking to buy 
these drugs when they could simply get a package of Turns. 

What we have to do is we have to take this issue head-on, and 
I hope that this Congress finally, after years of talking, does that. 
And I would yield back the balance of my time. 

Mr. Bilirakis. I thank the gentleman. I believe that completes 
all of the opening statements of those who have chosen to attend 
the hearing this morning. 

[Additional statements submitted for the record follow:] 

Prepared Statement of Hon. James C. Greenwood, a Representative in 
Congress from the State of Pensylvania 

Thank you Mr. Chairman for holding this important hearing today. I will be brief 
so we can get to our witnesses. 

I believe there are two critical issues that motivate our concern about seniors and 
prescription drugs. One is that seniors need the security of knowing that the cost 
of prescriptions drugs will not bankrupt them if they become severely ill. That is 
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why we have made stop-loss coverage a critical component of any prescription drug 
package. 

The second critical issue is that low-income seniors are very sensitive to the cost 
of drugs. It doesn’t take much before a senior is forced to decide between medica- 
tions or food. Any prescription drug package must include comprehensive coverage 
for low-income seniors. 

That is why today’s hearing is so relevant. While we can all agree that providing 
a benefit for low-income seniors is essential, we are far from consensus on how we 
should do that. I am particularly interested in Dr. McClellan’s testimony on the 
President’s approach and how it will affect the states ability to pay for Medicaid. 
I am also interested in Ms. Braun’s testimony on the AARP’s position. I have my 
concerns about the direction the AARP has taken; apparently you all think that we 
have a trillion dollars just l 3 dng around to spend on prescription drugs. I am hoping 
you can make me feel better. 

I look forward to our witnesses’ testimony and yield back the balance of my time. 


Prepared Statement of Hon. Heather Wilson, a Representative in Congress 
FROM THE State of New Mexico 

I want to thank the Chairman for holding this hearing to review the options to 
provide low-income seniors with prescription drug coverage. I hear from my con- 
stituents more about this issue than almost any other. One of my goals as we de- 
velop a new prescription drug benefit for Medicare is to offer extra help for low-in- 
come seniors. 

I am very pleased to see the pharmaceutical manufacturers working to provide 
help for seniors who need it. I believe we should not inhibit the creation of new won- 
der drugs, but at the same time, these drugs should not be denied to seniors on lim- 
ited fixed incomes. 

I am also impressed by the work of the state of Nevada to cover its seniors. Many 
state budgets are currently facing several budget shortfalls, especially for their Med- 
icaid programs, that I fear that few states will be able to afford similar programs 
to cover their seniors. Nonetheless, Nevada’s commitment should be applauded and 
carefully studied as a model. 

I look forward to hearing the testimony of all the witnesses. 


Prepared Statement of Robert L. Ehrlich, Jr., a Representative in Congress 
FROM THE State of Maryland 

Mr. Chairman, thank you for holding this important hearing on ideas to create 
a Medicare prescription drug benefit. There are many initiatives currently being 
pursued by the Bush Administration, the states, and the private sector. I appreciate 
this opportunity to learn from these different approaches as we craft our own legis- 
lation to provide a prescription drug benefit plan through Medicare. 

I am very concerned about the 13 million senior citizens in our country who do 
not currently have any insurance to help pay for their prescription drugs. While 
about two-thirds of all seniors do have some prescription drug coverage through em- 
ployer-sponsored programs, Medicare-i-Choice plans, or supplemental Medigap or 
state Medicaid plans, still millions of seniors have no drug coverage at all. They are 
forced to make difficult choices every day to have the money they need pay for the 
bills and buy their medicines. 

We are here today because I believe most people recognize the need for a Medi- 
care prescription drug plan to help these seniors. I know Dr. Mark McClellan, a 
member of the Council of Economic Advisors for President Bush, has been working 
on this issue for the President. Others from the public and private sector have of- 
fered their own ideas on how to approach this problem. 

As our Subcommittee examines ways to create a prescription drug benefit, there 
are a number of difficult questions we must answer, including: Who should such a 
plan cover? Should the plan cover all seniors or those most in need? How will the 
benefit plan work and how quickly can it be implemented to start benefitting sen- 
iors who need drug assistance now? 

Mr. Chairman, I would like to commend our witnesses. Each offers different and 
interesting ideas on how to provide prescription drug coverage through various 
means. With these ideas in mind, I look forward to our efforts to craft a fiscally re- 
sponsible, sustainable, and quality prescription drug plan for our nation’s needy sen- 
iors. Our seniors need our help, and I believe the federal government should create 
an affordable plan to help them. Thank you for holding this important hearing, Mr. 
Chairman. 
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Prepared Statement of Hon. W. J. “Billy” Tauzin, Chairman, Committee on 
Energy and Commerce 

Mr. Chairman: Thank you for holding this hearing today on the very important 
issue of how to help low income seniors with their drug costs. 

This is an issue that is critically important to our most vulnerable constituents. 
Seniors hack in my district in Louisiana have to regularly make difficult choices 
about how they will be able to purchase their prescription drugs. They want to know 
how we can help then right now, and not just two or three years from now — the 
time it will take to implement any comprehensive Medicare drug benefit. 

Make no mistake — transitional programs for low-incomes cannot and should not 
substitute for a comprehensive Medicare drug benefit. I continue to be absolutely 
committed to working with my colleagues to enact such a Medicare drug benefit this 
year. In fact, I expect that we will be moving legislation through the Committee 
within the next month that will create precisely this type of new Medicare benefit. 
It is my sincere hope that all of us in Congress can agree to pass this bill and send 
it to the President for his immediate approval. 

Any new benefit we enact will take several years to get up and running. In the 
meantime, however, we need to ensure that many of our low-income seniors gain 
better access to drug coverage and some of the price discounts that are available 
in the private market. This hearing will highlight some of the initiatives that the 
Administration, States and the private sector are already pursuing to provide assist- 
ance to low-income seniors. Hopefully, some of these examples can provide models 
for what we in Congress can do to assist these seniors with their drug costs. The 
new Together Rx drug discount card and the Senior Rx program in Nevada are two 
exciting examples of such models that use private, market based forces to reduce 
drug costs for low-income seniors right now. 

The Together Rx card will allow between eight and eleven million eligible Medi- 
care beneficiaries with individual incomes of up to $28,000 to obtain significant dis- 
counts on 150 drugs made by the seven drug manufacturers who have agreed to 
participate in the program. It is estimated that these discounts will average be- 
tween 20 and 40 percent, and will be passed along through the over 13,000 phar- 
macies that have agreed to serve in the Together Rx card network. This will mean 
real savings that will make an important difference in the lives of seniors who ob- 
tain this card. 

Now, some may attempt to argue that the discounts under this program are rel- 
atively insignificant and will not truly help seniors. Seniors know better, however, 
which is why almost 100,000 of them have asked about enrolling in Together Rx 
since the new program was first announced last week. 

Governor Guinn and his colleagues in the Nevada legislature should also be com- 
mended for coming up with a new and innovative model for assisting low-income 
seniors with their drug costs. Under the Nevada Senior Rx program, low-income 
seniors are able to receive their drugs and only pay modest co-payments. The State 
utilizes an insurance company that manages the program, which in turn contracts 
with a Pharmacy Benefit Manager to negotiate discounted drug prices for plan par- 
ticipants. Senior Rx cost Nevada only six million dollars last year, and it provided 
drug coverage for 6,000 low-income seniors, all of which was done without creating 
a major new state bureaucracy to manage this new benefit! 

I also look forward to hearing more about the discount card idea contemplated by 
the National Association of Chain Drug Stores. It is good to see that they are becom- 
ing an advocate for the drug discount card concept. 

I would be remiss if I did not take the time to also thank Mark McClellan for 
appearing today. He and the Administration should be congratulated for their excel- 
lent work in developing their proposals to provide assistance to low-income seniors. 
I look forward to working with Mark and this Administration to develop a com- 
prehensive Medicare modernization bill — one that includes a universal prescription 
drug benefit and targeted reforms. We are fortunate to have an Administration so 
closely engaged in these important issues. With your help, Mark, as well as the help 
of all of the Members here today, perhaps we can find enough common ground to 
solve these vexing issues this year. I want to thank all of the witnesses for appear- 
ing today and will look forward to hearing their testimony. 


Prepared Statement of Hon. Ted Strickland, a Representative in Congress 
FROM the State of Ohio 

Thank you, Mr. Chairman, for convening today’s hearing, and I want to thank the 
witnesses for their testimony. 
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Today we are going to hear about what I believe is one of the most important 
issues Congress is considering this year. One third of all seniors lack prescription 
drug coverage, and that percentage rises to nearly one half in rural areas. 

This problem is compounded because seniors are much more likely than the rest 
of the population to need prescription drugs, and seniors without drug coverage are 
forced to pay manufacturers’ sticker prices because they don’t benefit from the bulk 
purchasing power HMOs have. 

When Medicare was enacted, prescription drugs weren’t as expensive or available 
as they are now, and I think it’s safe to say that if Medicare was started today, 
it would be unthinkable not to include a prescription drug benefit in the program. 

The prospect of adding such a benefit now is expensive. Today’s hearing is focused 
on providing a drug benefit for only low income Medicare beneficiaries instead of 
for all seniors: the Administration’s proposals would give states the option to pro- 
vide drug-only plans to low-income Medicare beneficiaries and would put the Medi- 
care stamp of approval on a private drug discount card. Although I am glad the Ad- 
ministration understands the importance of helping to pay for the cost of prescrip- 
tion drugs, I am concerned about both of these proposals, which do little to provide 
new coverage for the population it seeks to help. States can already provide pre- 
scription drug coverage to low income Medicare beneficiaries, and the Administra- 
tion’s plan doesn’t give states incentives to expand on their existing coverage. And, 
a variety of private discount drug cards already exist, creating an often confusing 
array of options for seniors. A Medicare endorsed card may only serve to add to the 
confusion; at best it adds no benefit that doesn’t already exist under current law. 

Since its inception. Medicare has provided guaranteed quality health care for all 
seniors, regardless of their income or where they live, and these safety net charac- 
teristics have been the program’s greatest success. 

We must strengthen Medicare by creating a voluntary, comprehensive, and afford- 
able prescription drug benefit for all seniors. Such a benefit would not discriminate 
based on a beneficiaries’ geographic residence and it would be dependable. 

Some of my colleagues might argue that this goal is an impossible burden given 
the state of our current budget, but I believe the costs to society and to the security 
of our seniors from the lack of an affordable, accessible drug benefit for all Medicare 
beneficiaries far outweigh the budgetary price tag. It is a matter of priorities: we 
must fulfill our obligation under the Medicare program to provide quality health 
care, which today must include prescription drugs, to our nation’s elderly. 

Thank you again, Mr. Chairman, and I look forward to hearing the witnesses’ tes- 
timony. I yield back the remainder of my time. 


Prepared Statement of Hon. John D. Dingell, a Representative in Congress 
FROM the State of Michigan 

Thank you. Chairmen Tauzin and Bilirakis, for holding this hearing. I am pleased 
with the Committee’s interest in a Medicare prescription drug benefit. I am also 
pleased that today’s discussion will include the topic of additional protections for 
low-income seniors and people with disabilities. However, I think that we would be 
neglecting our responsibilities as members of Congress if we only provide drug cov- 
erage to low-income beneficiaries. 

The best way to help low-income seniors is to help all seniors. No senior is im- 
mune from the high cost of prescription drugs, and until we create a universal drug 
benefit, any senior is at risk of becoming low-income after spending all of his or her 
spare resources on needed medications. 

Unfortunately, the President’s budget contains no universal Medicare drug ben- 
efit. All the President’s proposals concerning prescription drugs and Medicare are 
temporary measures designed to be implemented while Congress deliberates a uni- 
versal drug benefit. I question whether we should be devoting our energies to tem- 
porary solutions, while ignoring the larger task at hand. Allow me to explain a few 
of the drawbacks I see with the President’s partial solutions. 

The President’s budget contains several proposals targeted towards low-income 
seniors, based on the belief that a universal drug benefit will take too long to imple- 
ment. These proposals include state low-income assistance programs, “Pharmacy 
Plus” Medicaid waivers, and discount drug cards. 

While state low-income assistance programs can provide some help, only a little 
over half of all states offer them. It could be three years before programs are up 
and running in the other half — about the same amount of time it would take to im- 
plement a universal benefit. Drug discount cards do not guarantee a discount on 
every drug, nor do they guarantee whether the specific drug a low-income senior 
needs will be available. The most potentially damaging proposal of all is the Admin- 
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istration’s “Pharmacy Plus” Medicaid waivers, which allow states to cut benefits for 
some low-income people in order to extend drug-only coverage to other, relatively 
higher-income seniors. 

The President’s budget includes one other temporary measure to provide assist- 
ance to low-income seniors. The Administration mentions that private plans have 
played an important role by offering drug coverage to seniors without supplemental 
insurance. However, instead of creating a Medicare prescription drug benefit for all 
seniors, the President’s budget proposes increasing payments to managed care plans 
so that they can provide drugs to the 15 percent of seniors enrolled in them. 

The common themes in the President’s proposals are troubling ones — no guaran- 
teed drug coverage for any senior, and what assistance seniors get and how much 
they pay for it depends on where they live. This is not the Medicare that seniors 
know and trust. I hope that this Committee does not go down this same path, be- 
cause it would undermine all the principles that have made Medicare so successful. 

Mr. Bilirakis. We will move right on to the panelists now. 

The first panel consists of Dr. Mark McClellan, who is an M.D. 
as well as a Ph.D., member of the Council of Economic Advisers 
here in Washington. Doctor, we have set the clock at 10 minutes. 
By all means, if you are rolling and need another minute or 2, we 
won’t stop you, but please proceed, sir. 

STATEMENT OF MARK McCLELLAN, MEMBER, COUNCIL OF 
ECONOMIC ADVISERS 

Mr. McClellan. Chairman Bilirakis, Representative Brown, dis- 
tinguished committee members, thank you for inviting me here 
today to discuss the President’s framework for strengthening Medi- 
care with prescription drug coverage in Medicare for all Medicare 
beneficiaries, as well as our proposal for transitional low-income as- 
sistance and other transitional steps to strengthen Medicare as 
part of legislation that implements an effective prescription drug 
benefit. 

As you all have made clear, the time is now to work together to 
address the urgent and fundamental challenges facing Medicare at 
the beginning of the 21st Century. Today, Medicare’s promise of 
providing health security for seniors and persons with disabilities 
in the best health care system in the world, a private health care 
system, is threatened. It is threatened by outdated and inadequate 
benefits, including no prescription drug coverage, limited and costly 
protection against rising medical costs, an inability to deliver reli- 
able health plan options, and a fee-for-service government plan 
that often fails to deliver responsive services to recipients and pro- 
viders, or to ensure high quality care. 

President Bush is firmly committed to working closely with you 
and other Members of Congress to modernize Medicare and 
strengthen it for current and future seniors. The President has out- 
lined a framework for strengthening and improving Medicare. This 
framework recognizes that while we all want to provide a drug ben- 
efit for seniors, we cannot do so in a vacuum. Medicare bene- 
ficiaries are facing rapid increases in their out-of-pocket costs and 
the Medicare program itself is in serious financial trouble. These 
problems will only deepen in coming decades unless we act now to 
give Medicare beneficiaries access to better, more effective and effi- 
cient services. 

We must get the most out of every dollar spent on Medicare’s 
current benefits and any new benefits. Reflecting this goal, the 
President has developed a framework for bipartisan legislation. In 



28 


this framework, all seniors should have the option of a subsidized 
prescription drug benefit as part of modernized Medicare. In par- 
ticular, as I discuss in more detail in my written testimony, it is 
critical to provide drug coverage through competing private plans 
in which they, not the government, help seniors pick the coverage 
that is best for their own needs. It is also critical to give seniors 
affordable protection against very high drug expenses. But it is also 
clear that if we add a drug benefit to Medicare without improving 
the rest of Medicare, we will deepen Medicare’s financial crisis and 
fail to give seniors the improved benefits they deserve to use their 
prescription drug coverage effectively. 

Therefore, the President believes that modernized Medicare 
should give seniors the option of choosing better coverage for pre- 
ventive care and serious illnesses. In addition, the President be- 
lieves seniors deserve reliable choices of different insurance options 
like those available to millions of Americans under 65, and to all 
Federal employees. Because the current Medicare-nChoice payment 
system is fundamentally flawed, seniors are losing access to drug 
benefits and losing access to valuable disease management serv- 
ices, preventive care, and other innovative benefits, wellness pro- 
grams and the like that help them use drugs more effectively and 
at a lower cost. 

Medicare legislation should also strengthen the program’s long- 
term financial security. I understand the administration and many 
in Congress have sometimes differed in their numbers. As our 
budget indicates, we believe that we can provide a secure benefit 
for less than $350 billion in the House Budget Resolution. While 
there is a range of views, however, let me be clear that we are 
firmly committed to working with the House to enact legislation to 
improve Medicare this year. 

To make clear why we place such a priority on getting more 
value out of the Medicare program and on enacting a drug benefit 
that does not threaten Medicare’s financial security, I would like 
to share with you an analysis done by the nonpartisan CMS actu- 
aries of the implications for Medicare’s benefit security of a drug 
benefit proposal to spend $750 billion on prescription drugs, and it 
would devote Part A surpluses to the new benefit. 

If Part A surpluses of $400 billion were literally directed to the 
drug benefit, the consequences for Medicare’s ability to provide 
benefits for the Baby Boom would be severe. The redirection of 
Medicare Part A funds could cut the life of this Trust Fund in half. 
The Trust Fund would begin losing money in 2008 and would be- 
come insolvent by 2016. Some might instead propose to use ac- 
counting gimmicks by creating yet another trust fund for the drug 
benefit and leaving it to future generations to figure out how to pay 
for it. But no accounting gimmicks can hide the fact that such a 
drug benefit would increase the program’s long-term financial chal- 
lenges by 50 to 100 percent. The excess cost of $400 billion in the 
first 10 years would balloon to $1.2 trillion in the next ten, just 
when the Baby Boomers are beginning to count on Medicare. And 
by 2030, this new drug benefit would require tax increases or re- 
ductions in government programs for future Americans amounting 
to almost 2 percent of our entire national product, and equivalent 
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to a tax of almost $2200 in today’s dollars on every working Amer- 
ican. 

This example highlights that we must give seniors better bene- 
fits that will be there, and we must do it without overtaxing our 
children or threatening Medicare’s existing benefits. 

The President’s Budget also proposes urgently needed steps that 
should be incorporated into Medicare legislation because it isn’t 
good for seniors or the Medicare program to wait several years and 
hope to implement a full drug benefit and other improvements 
from scratch. These steps include Medicare-endorsed prescription 
drug card, transitional low-income drug assistance, more affordable 
Medigap option, and immediate steps to help make sure that sen- 
iors who prefer private health insurance coverage through the 
Medicare-nChoice program can continue to get it. 

As I describe in more detail in my written testimony, these 
changes will both pave the way for a modernized program, and pro- 
vide rapid relief, including prescription drug coverage, for many 
millions of Medicare beneficiaries before the full drug benefit can 
be implemented at least 3 years from now. They will allow many 
millions of the 9 million seniors who do not have drug coverage 
today to get it even before the full Medicare drug benefit is set up. 

Seniors need help now, and the Medicare program needs to start 
doing the work of implementing a drug benefit and other benefit 
improvements now. 

As you know, we are working to implement the drug card pro- 
gram effectively, and are awaiting the results of the public com- 
ment period open to comments from all interested parties on that 
program now. But the private sector has already started to respond 
to the President’s call to make lower drug prices available to sen- 
iors. 

The recently announced drug card developed by the McKesson 
Corporation, the National Association of Chain Drug Stores, drug 
manufacturers, and other private organizations provide opportuni- 
ties to make manufacturer discounts more widely available to sen- 
iors, especially those with low incomes. We applaud these private 
market approaches. They can provide significant help for seniors 
now and for keeping the cost down in a Medicare drug benefit in 
the future. 

Conversely, as the Kaiser Foundation and others have shown, 
some existing cards provide small, if any, actual discounts, and it 
can be very difficult for experts, let alone seniors, to compare cards 
and identify the program that is best for them with no help at all. 
By helping seniors pool together and choose among cards that 
would have to compete directly on manufacturer discounts and 
high quality pharmacy services, the Medicare-endorsed card pro- 
gram could give all seniors access to 15 percent savings on drugs, 
and through innovative new programs like the McKesson Together 
Rx card, seniors with modest incomes could get savings of 20 to 40 
percent, according to card sponsors. 

The drug card has another important aspect, experience. As 
AARP and other senior advocates have noted, seniors, drug benefit 
managers, and the Medicare program would all get valuable expe- 
rience with implementing a choice-based drug benefit. This will be 
a significant advantage as CMS moves to implement a comprehen- 
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sive Medicare prescription drug benefit, since all major Democratic 
and Republican proposals envision a competitive approach like this 
to providing drug coverage. 

The President also believes that comprehensive Medicare legisla- 
tion should take advantage of existing State infrastructure to iden- 
tify and help provide assistance to low-income seniors right away, 
and should do so in a way that supports the integration of existing 
State low-income programs into the new Medicare drug benefit. 

The administration has proposed to provide immediate support 
for comprehensive drug coverage for Medicare beneficiaries up to 
150 percent of poverty, about $18,000 for a family of two. For Medi- 
care beneficiaries up to 100 percent of poverty, the program would 
provide new Federal matching funds, at the Medicaid matching 
rate, for expanding drug coverage. As an added incentive. Medicare 
would pay 90 percent of the State’s cost of drug-only covered ex- 
pansion above 100 percent of poverty. This proposal is projected to 
expand drug coverage for up to 3 million beneficiaries who cur- 
rently do not have prescription drug assistance, before the full 
Medicare prescription drug benefit is up and running. 

The administration is ready to work with Congress to implement 
transitional low-income assistance effectively in a way that con- 
siders both the short-term goal of expanding coverage as quickly as 
possible, and the very important long-term goal of getting all bene- 
ficiaries — all beneficiaries including low-income beneficiaries — into 
the Medicare drug benefit as quickly as possible. All beneficiaries 
should be in the same mainstream coverage structure. That is very 
important for getting the gains in efficiency needed to keep the 
overall cost of the benefit down. 

For example, using the transitional Federal funding that I just 
described. States could contract with one or more Medicare-en- 
dorsed drug cards to identify low-income residents and to provide 
additional prescription drug assistance beyond manufacturer dis- 
counts for them. The drug cards also provide a convenient mecha- 
nism for keeping track of out-of-pocket expenses so that States can 
work with the drug card administrators to provide assistance with 
catastrophic expenses for medically needy individuals who des- 
perately need help right away. 

In addition, to make expanded coverage immediately available 
even before enactment of the low-income drug assistance program. 
States can now participate in a model drug waiver program called 
Pharmacy-Plus. A principal mechanism that States can use in this 
waiver program is to adopt cost-saving private sector approaches to 
manage their benefits, allowing them to achieve budget neutrality 
and taking a step toward the competitive Medicare drug benefit. 
This is the kind of approach already taken by States like Nevada, 
and we believe the waiver program will encourage many other 
States to do the same based on the strong number of inquiries and 
actual applications that we have received already. 

Thank you very much for this opportunity to discuss these crit- 
ical topics for seniors and for the future of the American health 
care system today. Three decades from now, the promise of a finan- 
cially secure retirement and the world’s leading health care system 
should continue to be a reality for America’s seniors. By working 
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together to enact legislation to strengthen Medicare this year, we 
can make sure it will he. 

I ask that my written statement he submitted into the record, 
and I very much look forward to answering your questions. Thank 
you, Mr. Chairman. 

[The prepared statement of Mark McClellan follows:] 

Prepared Statement of Mark McClellan, Member, President’s Council of 

Economic Advisors 

Chairman Bilirakis, Representative Brown, distinguished Committee members, 
thank you for inviting me to discuss the President’s proposals for strengthening 
Medicare, including prescription drug coverage. The Administration also appreciates 
the opportunity to provide more details on our proposal for transitional low-income 

g rescription drug assistance and other transitional proposals that we believe should 
e part of legislation to implement a Medicare prescription drug benefit for all bene- 
ficiaries. As you all well know, when Medicare’s original legislation was enacted. 
President Johnson said: “No longer will older Americans be denied the healing mir- 
acle of modern medicine. No longer will illness crush and destroy the savings that 
they have so carefully put away over a lifetime.” Thirty-seven years later. President 
Bush believes it is time for our Nation to come together and renew that commit- 
ment. The President believes that we have a moral obligation to fulfill Medicare’s 
promise of health care security for America’s seniors and people with disabilities, 
and that we must take action now to do so. 

Medicare has provided health security to millions of Americans since 1965. But 
lack of prescription drug coverage is a clear demonstration that Medicare is not 
keeping up with the rapid advances in medical care. Looking ahead, medical care 
holds the promise of improving and extending life through countless innovations. 
But as we enter the 21st century. Medicare’s promise is threatened by: outdated 
benefits; limited financial protection against high medical costs; a system that has 
not delivered reliable health plan options; and a traditional government plan that 
often fails to deliver responsive services to beneficiaries or ensure high-quality care. 

As we implement legislation to strengthen Medicare, we must remember that the 
77 million Americans who will be entitled to Medicare in 2030 are counting on up- 
to-date benefits that will give them access to medical services that are scarcely 
imaginable today. Yet even Medicare’s current, outdated benefits are not secure for 
the retirement of the Baby Boom generation. Medicare’s fund for hospital insurance 
will face cash flow deficits beginning in about 15 years and is projected to become 
insolvent within 30 years. Medicare’s fund for its other benefits will require nearly 
a doubling of beneficiary premiums and massive infusions of general revenues to re- 
main solvent over the next 10 years. Medicare’s accounting disguises the program’s 
true fiscal health and makes it difficult to plan ahead. 

strengthening medicare 

Recognizing these problems. President Bush has worked with members of Con- 
gress from both parties to develop a framework for a modernized Medicare program 
and for keeping Medicare’s benefits secure. The President’s framework includes the 
following eight principles: 

First, all seniors should have the option of a subsidized prescription drug 
benefit as part of modernized Medicare. In particular: 

• Medicare’s subsidized drug benefit should protect seniors against high drug ex- 
penses and should give seniors with limited means the additional assistance 
they need. 

• The drug benefit should give all seniors the opportunity to choose among plans 
that use some or all of the tools widely used in private drug plans to lower drug 
costs and improve quality of care. 

• The drug benefit should support and encourage the continuation of the effective 
prescription drug coverage now available to many seniors through retiree plans 
and private health insurance plans. 

• The new drug benefit should also be available through Medigap plans and as a 
stand-alone drug plan for seniors who prefer these choices. 

We believe it is critical for seniors to have a choice of drug plans so that they 
can pick the one that is best for their needs. This is not a decision the government 
should make for them, just as we should not be picking their doctor, determining 
their drug treatment, or giving them a one-size-fits-all health plan. As the members 
of this Committee know, both the independent CMS actuaries and the non-partisan 
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Congressional Budget Office experts fully expect private drug plans to participate 
in this benefit. As CBO and many economists have also confirmed, giving private 
plans the proper incentives to deliver high-quality pharmaceutical services at a low 
price is the way to get the best deal for Medicare beneficiaries and the program — 
yielding lower drug spending and lower monthly premiums through competition. Of 
course, the government has important roles to play as well: making sure seniors can 
get the protection against catastrophic drug costs that they need — protection which 
is often lacking today; taking the steps necessary to ensure that all eligible seniors 
and disabled individuals get the benefits to which they will be entitled; and pro- 
viding the information and support that all beneficiaries need to make informed 
choices. 

Some have argued that the criterion for designing a Medicare drug benefit should 
be whether most Medicare beneficiaries, many of whom have drug spending each 
year of $500 or less, are “better off’ when taking into account the premiums they 
must pay and the additional assistance they will get beyond their existing coverage, 
based on their current drug spending. So, the argument goes, any kind of insurance 
protection against high medical costs that are rare today won’t be popular. I believe 
this approach does a disservice to seniors who are counting on Congress enacting 
a drug benefit that will give them both health security and better care. 

First, coverage that provides protection against high out-of-pocket expenses for a 
low premium is something that seniors want as we enter a new era of break- 
throughs in drug design. In my own medical practice, I have treated many seniors 
who had serious illnesses or faced the risk of serious illnesses that might require 
costly treatments — more and more of them in recent years, as more such treatments 
have become available. The potential for the next 10 years is even greater, as treat- 
ments based on understanding a person’s genetic predisposition to diseases become 
more prevalent. Seniors are very worried about the possibility of not being able to 
afford potentially lifesaving but very costly new treatments. 

Second, the new Medicare drug benefit will get the most “bang for the buck” in 
improving coverage if it adds to rather than replaces the substantial private con- 
tributions already being made toward prescription drug coverage for Medicare bene- 
ficiaries. Many Medicare beneficiaries already have coverage for small to moderate 
drug expenses, through private plans, employer coverage, or (if they can afford it) 
Medigap plans. Providing protection against high drug expenses through a Medicare 
drug benefit not only is important for filling in the gaps in existing coverage, rather 
than simply replacing good coverage. It also makes generous insurance plans more 
affordable for all beneficiaries by reducing adverse selection. Right now, prescription 
drug coverage for seniors is subject to severe problems of adverse selection. Adverse 
selection occurs because beneficiaries who know for sure that they need such cov- 
erage buy it, driving up the premium, and then beneficiaries only think they might 
need coverage against high expenses don’t buy it. By providing a large subsidy for 
drug coverage that protects seniors against high costs. Medicare would prevent per- 
sons with high costs from driving up the costs of the insurance premiums. This 
would reduce adverse selection, amounting to a premium subsidy for everyone to 
make comprehensive insurance more affordable. The potential for very high ex- 
penses would no longer drive up the costs of insurance that includes real protection 
against high out-of-pocket costs. 

Second, modernized Medicare should provide better coverage for preven- 
tive care and serious illnesses. Medicare’s current cost-sharing often imposes the 
highest costs on those who need the most care. Individuals who need hospital care 
currently face a payment of more than $800 for each spell — and they can have many 
spells in a year — and Medicare’s coverage for hospitalizations can eventually run out 
altogether. And unlike most private insurance. Medicare does not provide “stop-loss” 
protection to limit the financial obligations imposed on beneficiaries. At the same 
time, poor benefit design in Medicare itself — or in the first-dollar Medigap plans 
that seniors are required to buy to fill in Medicare’s large coverage gaps — often 
gives seniors no choice other than papng high and rapidly rising Medigap pre- 
miums and other out-of-pocket payments, without yielding noticeable improvements 
in health. Thus we believe Medicare’s coverage should be improved so that seniors 
can get better protection when serious illnesses occur, more affordable Medigap cov- 
erage, and better coverage to help prevent illnesses in the first place — like having 
zero co-pa 3 nnents on Medicare’s preventive benefits. Because the improved benefits 
will encourage better use of preventive care and other services, a better Medicare 
coverage package will also help seniors and the Medicare program get the best value 
from the new drug benefit. The savings from lower out-of-pocket payments will also 
make all medical services, including drugs, more affordable for seniors. 

Third, today's beneficiaries and those approaching retirement should 
have the option of keeping the traditional Medicare plan with no changes. 
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The President strongly believes that no senior should be forced to accept sudden and 
significant changes they do not choose and are not prepared for. Although we be- 
lieve that a modernized Medicare program will be attractive to many current bene- 
ficiaries, we believe the choice rightly rests with them on whether to move from the 
existing program to the modernized one. 

Fourth, Medicare should provide better health insurance options, like 
those available to all Federal employees and retirees. For too long. Medicare 
has been a “one size fits all” program. At a time when many other Americans have 
access to a range of private insurance coverage options to meet their needs, more 
and more seniors are finding that their only choice is a single, outdated fee-for-serv- 
ice plan. Medicare beneficiaries deserve better. They deserve access to the kind of 
innovative disease management programs and other benefits that Assistant Sec- 
retary Jindal described to your Subcommittee on Health last month. For example: 

• A Medicare-rChoice plan in Boston instituted a comprehensive disease manage- 

ment program for its enrollees with diabetes. The result has been significant 
increases in the share of enrollees who received annual retinal eye exams and 
are monitored for diabetic nephropathy and substantial improvements in the 
management of their Hemoglobin and cholesterol levels. Improvements in these 
measures through tight diabetes control have been shown to improve quality 
and length of life significantly. 

• A Medicare-eChoice plan in Florida instituted a comprehensive disease manage- 

ment program to monitor, facilitate, and coordinate care for enrollees stricken 
with cancer. As a result, the number of acute hospital days per cancer case 
dropped by about 15% over two years and the share of inpatient admissions for 
complications with cancer has declined by 10 percent. 

• Research has shown that individuals who receive after-care following hospital 

stays for mental illness are more likely to be compliant with their treatment 
regimens and less likely to be readmitted to the hospital. One Medicare-i-Choice 
plan in New York instituted a case management program for those hospitalized 
for mental health disorders and nearly doubled the share of its enrollees who 
received follow-up care within 7 days of their hospital discharge. 

All of these disease management programs, and many other programs to prevent 
diseases and improve quality of care through better coordination and integration of 
services, are immensely valuable to seniors. These innovative benefits help seniors 
manage their prescription drug costs and get the most value from the drugs they 
use. This greater efficiency has helped permit most private plans in Medicare to pro- 
vide prescription drug coverage today, and to offer much lower cost sharing for 
many of Medicare’s required benefits. Programs like these are the reason that pri- 
vate plans have long been the preferred choice of millions of Medicare beneficiaries. 

Unfortunately, the quality of care enjoyed by millions of seniors enrolled in these 
plans is threatened today by years of underpayments to the plans. The President’s 
framework for strengthening Medicare calls for replacing the dysfunctional 
Medicare-FChoice payment system with a fair payment system for private plan op- 
tions for Medicare beneficiaries, like the system that provides reliable health insur- 
ance options to all Federal employees in the Federal Employees Health Benefits pro- 
gram. Private plans are a critical source of drug coverage and countless other inno- 
vative benefits for millions of seniors, and they should remain so. 

Fifth, Medicare legislation should strengthen the program's long-term fi- 
nancial security. In light of the recent Trustees’ Report on Medicare one could 
conclude that our guiding principle should be “first, do not harm.” The President’s 
budget recognized that strengthening Medicare would require substantial new re- 
sources and proposed $190 billion for this important purpose. Despite the unprece- 
dented and unique challenges facing our nation today, the President and Congress 
have clearly demonstrated their commitment to meeting the needs of seniors. Of 
course we are more than willing to work with Congress this year to enact this long- 
overdue legislation, and we understand that there are a range of views regarding 
how much new spending needs to be allocated for this purpose. We believe an effec- 
tive program for strengthening Medicare and including a prescription drug benefit 
can he accomplished within the amount the President has allocated in his Budget. 
Without strong measures to make the program more efficient being incorporated 
along with new benefits. Medicare’s current benefits will become less secure under 
some proposals. 

At the same time, it is important to recognize risks to the long-term security of 
Medicare’s promised benefits. For example, some have proposed a drug benefit as 
large as $750 billion, financed using surpluses generated over the next 10 years by 
the Medicare Part A Trust Fund. If the Part A surpluses literally were directed to 
augmenting prescription drug coverage, the consequences for Medicare’s ability to 
provide benefits for the Baby Boom would be severe. According to the nonpartisan 



34 


CMS Actuaries, the redirection of Medicare Part A funds could cut the life of this 
trust fund in half — the trust fund would lose money beginning in 2008, and would 
become insolvent by 2016. Some might instead propose to use the accounting gim- 
micks that Medicare’s bifurcated trust fund system encourages, by creating yet an- 
other trust fund for the drug benefit and leaving it to future generations to figure 
out how to pay for it. But no accounting gimmicks can hide the fact that such a 
drug benefit would increase the program’s long-term financing challenges by 50 to 
100 percent. The excess costs of $400 billion in the first 10 years would balloon to 
$1.2 trillion in the next ten, just when the Baby Boomers are counting on Medicare. 
The government’s Medicare spending for current benefits (even after subtracting 
beneficiary premiums) is already expected to grow from 2% of GDP today to 4% by 
2030. This new drug benefit would increase that share to almost 6% — a tax increase 
or reductions in government programs for future Americans amounting to almost 
2% of our entire national product, and equivalent to a tax of $2,170 (in today’s dol- 
lars) on every working American. 

Thus, while we will work closely with Congress to enact a Medicare drug benefit 
this year, we also want to work closely with Congress to make sure that the benefits 
we promise today will be there for beneficiaries tomorrow. This is also why we sup- 
port changes in Medicare’s Trust Fund accounting to provide a plain and straight- 
forward picture of Medicare’s financial outlook. We have all seen clear examples of 
how poor accounting practices can lead to poor planning, with devastating con- 
sequences for many Americans. It is critically important tbat we avoid such prac- 
tices in a program that is so important to all Americans. 

In this context it is also important to consider the issue of provider payment re- 
forms. Although certain provider payments may benefit from adjustment, we believe 
such adjustments can be accomplished without using new funds that are even more 
urgently needed for improving Medicare benefits. Indeed, the Administration be- 
lieves that the first priority in Congress should be enacting legislation that improves 
Medicare benefits, not legislation that focuses on provider payments. As we move 
forward to achieve our shared goal of modernizing and strengthening Medicare, the 
Administration is willing to work with Congress to consider limited modifications 
to provider payment systems in order to address payment issues. In doing so, we 
must be systematic: all provider payment updates must be considered and any pack- 
age must be budget neutral in the short and long term.. As we consider these 
changes, we need to focus on the adequacy of payment systems for providing access 
to care for beneficiaries, and recall that any increases in spending will be borne in 
part by beneficiaries, and will also have long-term implications for the security of 
Medicare’s benefits. 

Sixth, the management of the government Medicare plan should be 
strengthened so that it can provide better care for seniors. Secretary Thomp- 
son and Administrator Scully have taken many administrative actions to improve 
and streamline management at CMS. But legislation is required for further needed 
actions that have strong bipartisan support, such as competitive bidding so that 
Medicare and its beneficiaries can get better, market-based prices for the medical 
products it purchases while ensuring high quality, and Medicare contracting reform, 
to improve the cost-effectiveness of Medicare contractor operations and create an 
open marketplace for potential contracting partners. 

Seventh, Medicare's regulations and administrative procedures should be 
updated and streamlined, while the instances of fraud and abuse should be 
r^uced. Here too Secretary Thompson and Administrator Scully have moved ag- 
gressively, but the Administration now needs help from Congress. Any Medicare leg- 
islation this year should include the kind of sensible improvements that this Com- 
mittee led through the House of Representatives with unanimous bipartisan sup- 
port. Regulatory reforms and simplifications are needed to reduce burdens on pro- 
viders and on CMS, a critically important goal at a time when we need to direct 
attention to implementing new benefits in Medicare. 

Eighth, Medicare should encourage high-quality health care for all sen- 
iors. Recent reports from the Institute of Medicine and others have made clear that 
serious and widespread opportunities for improving patient care exist. These oppor- 
tunities are especially likely to benefit seniors and persons with disabilities, because 
they tend to use more and more complex care. Many of the opportunities for quality 
improvement involve drugs — including the use of inappropriate and costly prescrip- 
tions when less costly treatments are available, and failures to use medications that 
could avoid complications. The reports provide compelling evidence that we need to 
change the environment for medical practice to one that encourages systematic and 
continuous improvements in care by dedicated professionals, not an environment 
that subjects them to endless and costly litigation. 
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Looking ahead, we will continue to have a healthy debate about how we should 
meet these principles. The key, however, is to take action this year, we intend to 
continue to work closely with Congress to implement a prescription drug benefit 
that Republicans and Democrats can support, that achieves the President’s prin- 
ciples for Medicare legislation, and that begins to bring relief to seniors next year. 

IMMEDIATE STEPS TOWARD IMPROVED BENEFITS AS PART OF MEDICARE LEGISLATION 

The President recognizes that, under all Democratic and Republican proposals, it 
will take several years to implement the comprehensive improvements that Medi- 
care needs. He also strongly believes that seniors have already waited too long for 
action to update their Medicare benefits, and that they need assistance now. There- 
fore the President’s Budget also proposes urgently needed steps that should be in- 
corporated into Medicare legislation: Medicare-endorsed prescription drug cards, 
transitional low-income drug assistance, more affordable Medigap options, and im- 
mediate steps to help make sure that seniors who prefer private health insurance 
coverage through the Medicare+Choice program in Medicare can continue to get it. 
These changes will both pave the way for a modernized Medicare program, and pro- 
vide immediate relief including drug coverage for millions of Medicare beneficiaries 
before the full drug benefit can be implemented at least three years from now. 

Medicare-Endorsed Prescription Drug Cards 

About 9 million Medicare beneficiaries have no prescription drug coverage at all. 
About thirty-five percent of these beneficiaries had incomes below 150 percent of 
poverty, or an annual income of about $18,000 for a family of two. These Medicare 
beneficiaries and the uninsured are just about the only people in America today that 
commonly have to pay full price for prescription drugs. Last year, the Administra- 
tion took the first important step to provide price relief for seniors who need it when 
it proposed the creation of a new Medicare-endorsed drug card program. The drug 
card is not a drug benefit and it is not a substitute for one. It is, however, an impor- 
tant first step toward helping seniors afford the drugs they need today, and in help- 
ing them receive other valuable pharmacy services. 

The Medicare-endorsed drug card is a pooling mechanism modeled on private 
health insurance programs, where consumers routinely benefit from discounts of 10 
to 35 percent. Private insurers, with their large numbers of customers, use their 
market power to secure significant rebates and discounts from manufacturers. This 
is exactly the kind of pooling envisioned as a source of lower drug prices in both 
Democratic and Republican drug benefit proposals. Under the President’s proposal. 
Medicare would endorse private drug cards that met minimum standards, including 
a requirement of securing manufacturer discounts, allowing seniors to get the infor- 
mation they need to find the card that provides the best manufacturer discounts 
and other valuable pharmacy services for their needs. These third-party plans will 
negotiate discounts and rebates directly from drug manufacturers and pass the sav- 
ings on to Medicare beneficiaries who choose to participate. 

As we continue to work to implement the drug card program, the private sector 
has already responded. The recently-announced discount cards developed by 
McKesson, the National Association of Chain Drug Stores, drug manufacturers, and 
other private organizations provide opportunities to make manufacturer discounts 
more widely available to seniors, especially those with low incomes. We applaud 
these private market approaches. They can provide significant help for seniors now 
and for keeping down the costs of a Medicare drug benefit in the future. Conversely, 
as the Kaiser Foundation and others have shown, some existing cards provide small 
if any actual discounts, and it can be very difficult for experts — let alone seniors — 
to compare cards and identify the program that is best for them. By helping seniors 
pool together and choose among cards that would have to compete directly on manu- 
facturer discounts and high-quality pharmacy services, the Medicare-endorsed card 
program could give all seniors access to 15 percent savings on drugs — and, through 
innovative new programs like the McKesson TogetherRx Card, seniors with modest 
incomes could get savings of 20 to 40 percent, according to card sponsors. 

The drug card has another important aspect: experience. As AARP and other sen- 
ior advocates have noted, seniors, drug benefit managers, and the Medicare program 
would all get valuable experience with implementing a choice-based drug benefit. 
This will be a significant advantage as CMS moves to implement a comprehensive 
Medicare prescription drug benefit, since all major Democratic and Republican pro- 
posals envision a competitive approach like this to providing drug coverage. And as 
I will describe in more detail next, the Medicare-endorsed drug cards can provide 
the infrastructure needed for rapid expansion of low-income assistance and other 
prescription benefit assistance. 
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Transitional Medicare Low-Income Drug Assistance Program 

After many years without Congressional action to implement a Medicare prescrip- 
tion drug benefit, states have acted themselves to assist seniors with the greatest 
needs. The lowest-income seniors have received prescription drug coverage under 
the Medicaid program. In addition, 30 states have set up additional prescription 
drug assistance programs for seniors, and more states are considering such pro- 
grams. Yet millions of lower-income seniors still get no help. The President believes 
that comprehensive Medicare legislation should take advantage of existing state in- 
frastructure to identify and provide assistance to low-income seniors right away, 
and to support the integration of existing state low-income programs into the new 
Medicare drug benefit, by helping states provide transitional drug coverage for low- 
income seniors as part of comprehensive Medicare legislation. 

The Administration has proposed to provide immediate support for conmrehensive 
drug coverage for Medicare beneficiaries up to 150% of poverty — about $18,000 for 
a family of two. This proposal, called the Transitional Medicare Low-Income Drug 
Assistance Program, would use the existing administrative structure operated by 
the states to identify and assist low-income seniors, and would also encourage states 
to use the new Medicare drug card infrastructure or similar competitive approaches 
to provide expanded low-income assistance. For Medicare beneficiaries up to 100% 
of poverty, the program would provide new Federal matching funds at the Medicaid 
matching rate for expansions of drug coverage. As an added incentive for States to 
expand coverage up to 150% percent of poverty. Medicare would pay 90% of the 
States’ cost of drug-only coverage expansion above 100% of poverty, leaving states 
responsible for covering the remaining 10%. This proposal is projected to expand 
drug coverage for up to 3 million beneficiaries who currently do not have prescrip- 
tion drug assistance. It would be fully integrated with the Medicare drug benefit 
once the reform Medicare program is implemented, as envisioned in all major Medi- 
care drug benefit proposals. 

The Administration is ready to work with Congress to implement transitional low- 
income assistance effectively, considering both the short-term goal to expand drug 
coverage and the long-term goal of getting all beneficiaries into the Medicare drug 
benefit as quickly as possible. For example, using the transitional Federal funding, 
states could contract with one or more Medicare-endorsed drug cards to identify low- 
income residents and provide additional prescription drug assistance beyond manu- 
facturer discounts for them. The drug cards also provide a convenient mechanism 
for keeping track of out-of-pocket expenses, so that states can work with the drug 
card administrators to provide assistance with catastrophic expenses for medically 
needy individuals. When the Medicare benefit is set up, the drug card providers 
would have a clearer idea about the utilization habits and profiles of their bene- 
ficiaries, so they would not have to start from scratch in setting up efficient uni- 
versal drug benefit programs. Low-income populations would even have a head start 
on getting a competitive, privately-provided drug benefit through a Medicare drug 
assistance infrastructure. 

In addition, to make expanded drug coverage immediately available even before 
the enactment of the Transitional Low-Income Drug Assistance Program, states can 
immediately participate in a model drug waiver program called Pharmacy Plus that 
can cover Medicare beneficiaries up to 200% of poverty. In Illinois, for example, 
368,000 additional low-income Medicare beneficiaries, up to 200% of poverty, will re- 
ceive drug coverage under the waiver we approved last month. These waivers must 
be budget neutral to the federal government. A principal mechanism that states can 
use to provide this expanded coverage in a budget-neutral way is the adoption of 
private-sector drug benefit management tools. States like Nevada are already apply- 
ing such tools to provide mainstream private drug benefits for lower-income seniors. 
The savings generated from these tools in states’ existing populations can be used 
to finance additional drug coverage. 

Reliable, Affordable Health Insurance Coverage Options In Medicare 

As I have already noted, the President believes that a critical issue for modern- 
izing Medicare is to replace the failing Medicare-rChoice system for paying private 
plans with a fair payment system that gives beneficiaries the innovative coverage 
options they deserve — options that have long been available to millions of Americans 
under 65 and all Federal workers. After years of inadequate payment updates, ac- 
tion is needed now to ensure that the valuable and innovative benefits offered by 
Medicare-i-Choice plans remain available to Medicare beneficiaries. Since the 
Medicare-i-Choice payment system was implemented in 1998, hundreds of private 
plans have left the program or reduced their service areas and benefits, adversely 
affecting coverage for millions of beneficiaries — reversing what had been an upward 
trend in private plan availability, benefits, and enrollment. 
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The benefits offered by the plans that remain still provide a better deal for many 
seniors than fee-for-service Medicare plus an increasingly costly Medigap policy. But 
the remaining valuable benefits provided by private plans are threatened, and the 
trend away from the availability of affordable and innovative benefits in Medicare 
has made millions of seniors worse off. Without immediate corrective legislation this 
situation will only get worse — just at the time when rapid advances in care will 
make it even more important for seniors to have these options. Indeed, based on 
the latest projections of the Congressional Budget Office, enrollment in 
Medicare+Choice will fall by more than a million over the next 10 years as a result 
of inadequate payment updates. Moreover, open-network plans like Preferred Pro- 
vider Organizations (PPOs) and point of service plans have become popular among 
privately covered individuals, yet only two PPOs participate in a few counties in the 
entire Medicare program. 

We seek to address these problems both through legislation and administrative 
action. For example, the Department of Health and Human Services just announced 
a demonstration project to expand health plan options in Medicare + Choice. Pre- 
ferred Provider Organizations (PPOs) have been successful in non-Medicare markets 
and CMS is conducting the demonstration to test ways to provide more health plan 
options to people with Medicare. We hope to award demonstrations later this year 
in up to 12 geographic areas that will be available to enroll beneficiaries during the 
Fall open enrollment period and begin to serve enrollees next January. This dem- 
onstration program will test changes in methods of payment for Medicare services 
that may be more efficient and cost effective while improving the quality of services 
available to beneficiaries. The demonstration plans will be considered 
Medicare-FChoice (M-i-C) plans and must offer all of Medicare’s required benefits, but 
will also have the flexibility to offer greater access to drug benefits. 

The President’s budget also proposes to take urgently needed transitional steps 
toward the equitable payment system for private plans proposed in the President’s 
framework for strengthening Medicare. These proposals would modify the 
Medicare-FChoice payment formula to better reflect actual healthcare cost increases, 
allocate additional resources in 2003 to counties that have received only minimum 
updates, and provide incentive payments for new types of plans to participate in 
Medicare-FChoice, including PPOs. Together these augmented payments would ad- 
dress the problem of persistently low payment updates to most Medicare-rChoice 
plans, making more plan choices available and improving benefits for millions of 
seniors. Because these proposals would allow many plans to provide or at least 
maintain drug coverage in their benefit package, they also provide another means 
of giving seniors prompt help with their drug costs. 

New Medigap Options 

Because of the major gaps in the benefit package in the fee-for-service program, 
supplemental coverage — often called Medigap — is an essential part of Medicare cov- 
erage for millions of our nation’s elderly and disabled. The Administration shares 
the concerns some have expressed regarding the rapid increases in Medigap pre- 
miums in recent years: most seniors now pay much more for Medigap than they pay 
in Medicare premiums. We also agree with the leaders on this Committee that we 
can better design both Medicare and Medigap so that seniors and people with dis- 
abilities can get more affordable coverage, and get the most for the health care dol- 
lars they spend. Clearly the existing set of options, which require beneficiaries to 
purchase “first-dollar” coverage for hospitalizations and even basic services like doc- 
tor’s visits before they can obtain any drug coverage, has become outdated. 

To improve beneficiaries’ Medigap options during the several years it will take to 
make a better benefit package with prescription drug coverage available, we have 
also proposed that two new affordable Medigap plans be added to improve bene- 
ficiaries’ options quickly. They would substantially reduce cost-sharing for bene- 
ficiaries and provide much better protection against high costs. And they would in- 
crease the number of seniors with drug coverage. If we provide a one-time opt-in 
for current beneficiaries, we estimate that up to one and a half million beneficiaries 
would choose these new policies once they are available — and that nearly half of 
these enrollees would be beneficiaries who do not have drug coverage now. More- 
over, we can achieve this significant increase in drug coverage among seniors right 
away, not several years down the road, while saving money for beneficiaries and the 
Medicare program. Of course, as the President has made clear, seniors should be 
able to keep their existing Medigap coverage with no changes if they prefer it. 

CONCLUSION 

We are committed to working constructively with Congress to enact legislation 
consistent with the President’s principles — so that we can get started on putting a 
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prescription drug benefit into place this year. We all know that failing to act to meet 
these unavoidable challenges may lead to more extreme changes later, including 
government controls on prescription drugs and stricter coverage limits in Medicare. 
These changes would reduce access to needed treatments and slow the development 
of new technologies, such as promising new drugs for common cancers and other dis- 
eases. Instead, we must come together now to take the sound, careful, and delib- 
erate steps needed to improve the Medicare program for today’s seniors and tomor- 
row’s. And we must take action now. These issues have been debated for years. Sen- 
iors cannot afford to wait any longer. Including the transitional steps that the Presi- 
dent has suggested would begin to provide relief as soon as later this year — not off 
in the future. Millions of Medicare beneficiaries could get drug coverage, and all 
beneficiaries could benefit from lower drug prices and spending, well before the full 
prescription drug benefit is implemented. 

Finally, we must take action that preserves Medicare’s promise for the future. 
Medicare’s promise should enable seniors today and tomorrow to benefit from the 
tremendous potential of our health care system. Through private-sector innovation 
and flexibility to adopt new technologies, our health care system leads the world in 
giving patients access to medical treatments that improve their lives. Through ac- 
tion now to update Medicare’s benefits and to keep them financially secure, the 
promise of secure health care coverage that President Johnson made thirty-seven 
years ago can he renewed for seniors and persons with disabilities in the twenty- 
first century. I thank you for the opportunity to discuss this very important topic 
with you today, and I look forward to answering your questions. 

Mr. Bilirakis. Thank you, Doctor. I haven’t asked you this ques- 
tion either in committee or outside of committee. I think you know 
from the prior Congress my desire, outside of the scope of the 
Medicare program, to help the needy people, the poor people now, 
and the sick people now. We weren’t able to get anywhere in the 
last Congress on that particular point. 

So, whether it be that type of a program or whether it be some- 
thing else which is, I think, in the minds of all of us, perhaps a 
temporary fix, in lieu of a permanent comprehensive fix, which is 
what we all want but maybe not able to get because the checks- 
and-balances that the Founders put in the Constitution, et cetera. 
I think the feeling among many members, particularly on the other 
side of the aisle, is, well, if you do something like that, that ends 
it, you’re never going to revisit it again, and therefore this thing 
that you now call a temporary fix will become a permanent fix. Do 
you have an opinion about that? 

Mr. McClellan. Yes, Mr. Chairman. Our view is that we need 
to move toward the comprehensive Medicare drug benefit as part 
of legislation, as I have said, to make efficient coverage and lower 
cost care more widely available to seniors as quickly as possible. 

In thinking about how to do that as quickly as possible, the ad- 
ministration recognizes that there are a number of steps that need 
to be taken now to put us in a position to implement a full drug 
benefit effectively in a modernized Medicare program in several 
years. 

To do that. Medicare needs some experience with providing com- 
petitive approaches to delivering a drug benefit, and our hope is 
that we can use that opportunity not only to give Medicare experi- 
ence, but also to provide some help in the short-term for people 
who need it now. Our goal is not, by any means, to support a low- 
income-only approach to drug coverage, and I appreciate the oppor- 
tunity to clarify that. 

Our goal is to implement a drug benefit effectively as quickly as 
we can, and to take advantage of existing key infrastructures to do 
that. That includes the mechanisms available today through cards 
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like McKesson, the chain drug stores, and other opportunities to 
make discounts available to seniors, and to provide other valuable 
pharmacy services. These kinds of programs are going to be a key 
part of a full Medicare prescription drug benefit. 

It also includes taking advantage of the infrastructure that 
States have available now to identify low-income beneficiaries who 
need help and to get additional assistance to them. So, for example, 
by making Medicare-endorsed cards available that States could use 
to provide additional assistance to people with high costs and peo- 
ple with low incomes, we can both help give Medicare the experi- 
ence it needs for a comprehensive benefit and we can give people 
who desperately need help right away, not 3 years from now, the 
kind of assistance they need on the way to integrating them into 
a benefit for all seniors and all Medicare beneficiaries. 

Mr. Bilirakis. So you have heard the opening statements and 
some members have made comments that the discount card is not 
the solution. I mean, you would agree that it is not a permanent 
solution, that the feeling on the part of the administration is that 
it might be a temporary measure, but even if it were to become 
permanent, that it would be a part of a comprehensive plan. 

Mr. McClellan. Yes, sir. As the President has made clear from 
the first time he has talked about this, as we have made clear over 
the past month, a discount or prescription assistance program that 
doesn’t provide a drug benefit is no substitute for a Medicare pre- 
scription drug benefit. 

Our goal is simply to implement a Medicare drug benefit as 
quickly as possible for all seniors, and to get there we need to de- 
velop the kind of experience and take advantage of the infrastruc- 
ture that exists already to help seniors. 

Mr. Bilirakis. I think it is noteworthy — ^you mentioned it and 
Mr. Green and others did, the fact that the chain drug stores and 
industry have taken it upon themselves to come up with these dis- 
count plan cards to help people even now. I mean, if it is only the 
poor who receive immediate assistance, it helps somebody at least. 
And I don’t know that we should be looking a gift horse in the 
mouth. 

Now, I know that there is concern if we do something like that, 
that sort of puts the fire out, the immediate fire out, and therefore 
these guys are going to shift over into something else. Well, I sup- 
pose that can always happen, but I would like to think that would 
not be the case. 

We haven’t heard from them yet, and I don’t know what their 
statements will be other than what we have in writing, and we 
haven’t been able to really peruse all of them all that well yet, but 
I think we do — on behalf of the committee, I commend them for at 
least coming up with something that will be of some help now. 

We will hear a witness on the second panel — my time is about 
to run out — regarding the Nevada plan. Just to shorten my ques- 
tion, very briefly, any comments on the Nevada plan? 

Mr. McClellan. We think it is a very constructive step. It shows 
how States can move in the direction of providing — using private 
sector tools to deliver a more effective drug benefit, and we do 
think that Nevada’s experience applied nationally could be done at 
significantly lower cost. That is one of the main mechanisms that 
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is available to States under our Pharmacy-Plus waiver program, to 
adopt competitive approaches like Nevada has used to keep overall 
drug costs down, and to use those savings to provide more prescrip- 
tion drug coverage and, at the same time, move the Medicaid pro- 
gram in the direction of the privately provided drug benefit that we 
all. Democrats and Republicans, have advocated in a prescription 
drug benefit. 

Mr. Bilirakis. Will either you, or will you have someone sit in 
during the second panel so that they can listen to the testimony as 
well as the questions and the responses thereto, we would appre- 
ciate that. 

Mr. McClellan. Yes, sir. 

Mr. Bilirakis. Thank you very much. Mr. Brown. 

Mr. Brown. Thank you, Mr. Chairman. Thank you. Dr. McClel- 
lan, for being here. I would add in response to the Chairman’s 
question, that the private sector didn’t do it as well — $81 per 
month to deliver when the State could have done it for less than 
$54. But on to the question. 

You spoke glowingly about the Federal Employee Health Benefit 
Plan, largely subsidized by taxpayers which provides a basic pre- 
scription drug benefit that’s available to all Federal employees. Do 
you participate in the FEHBP, as do most members of the govern- 
ment? 

Mr. McClellan. Yes, sir. 

Mr. Brown. Would you describe briefly your prescription drug 
coverage? 

Mr. McClellan. It is a prescription drug coverage that uses the 
kind of widely available private sector tools to manage benefit costs 
and help encourage effective use of 

Mr. Brown. I mean your prescription drug coverage. Could you 
tell me about yours? 

Mr. McClellan. It has a tiered formulary with co-pays at one 
level for drugs that are on-formulary, a higher level for drugs that 
are off-formulary, and it provides assistance with the cost of pre- 
scription drugs, has a deductible, I believe, and some protection 
against high out-of-pocket cost. 

Mr. Brown. Should seniors and other Medicare beneficiaries 
have a benefit that is significantly less generous, more generous, 
or significantly more generous, or about as generous as FEHBP 
does? 

Mr. McClellan. I think our goal is to provide effective drug ben- 
efits along the lines of FEHBP or other styles of benefits that could 
provide a significant degree of protection for seniors. 

I think, if I can read where your question is going, your question 
is, should the government pay for most of the cost of that benefit. 
What I would like to say is that there are some creative ways to 
provide protection on the back-end, stop-loss protection, as well as 
a good basic benefit package and the right structure for providing 
drug coverage assistance which seniors could then augment with 
private coverage or other sources of insurance to get more com- 
prehensive assistance. 

Under our proposal, every senior of limited means would get 
comprehensive drug coverage paid for by the government, and we 
would very much like to set up a structure that would allow all 
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seniors to get access to the kind of comprehensive assistance with 
their drug costs that the Federal employees title benefit provides. 

Mr. Brown. Precisely, should the plan that we pass here, regard- 
less of how it is constructed, should it be a similarly generous ben- 
efit, similar kind of benefit in terms of the worth of the benefit, as 
we provide to Federal employees? Should we provide a similar kind 
of benefit to our Medicare seniors? 

Mr. McClellan. The plan that you pass, we believe, should pro- 
vide the structure that would enable seniors to get the same kind 
of protection against high drug costs and assistance with managing 
their drug costs that Federal employees get. That doesn’t nec- 
essarily mean a fully federally financed $801 trillion drug benefit 
program. It means setting up a structure that ensures that seniors 
will have access to protection against high out-of-pocket cost and 
will have access to the tools widely available to Americans to keep 
their drug costs down, and will have the opportunity to augment 
that coverage with additional assistance like the kinds of employer 
plans that Representative Burr spoke about. 

Mr. Brown. So if I am reading between the lines — because you 
aren’t quite as direct as I had hoped you would be — and we try to 
pass a benefit about as generous, roughly the same as FEHBP, the 
Congressional Budget Office said that will require Federal invest- 
ment of over $800 Wllion in the next 10 years. 

Now, if that is what we want to do, a similar kind of benefit, 
then who are we asking to subsidize — ^you in the past have said, 
the administration has said, we will spend less than $200 billion 
on this benefit. So, are seniors out-of-pocket paying the extra $600 
billion if we are going to do this? How are we going to do this? 

Mr. McClellan. No. We would rely on the existing coverage that 
many seniors have now. We would want to integrate the new ben- 
efit so that it takes advantage of the large amount of private con- 
tributions that already are out there for providing drug coverage. 

Before, we have discussed the employer contributions that exist. 
We have also discussed contributions of Medicare-nChoice plans. 
Even now when there is no drug benefit in Medicare, as long as 
they are reimbursed adequately, they can make a significant con- 
tribution toward drug benefits. We don’t want to replace all of 
those private contributions. 

The idea of a $750 or $800 billion program that really is crowd- 
ing out $300 or $400 or $500 billion in existing private coverage 
is really not providing the kind of effective additional assistance 
that seniors need. 

Mr. Brown. I know this administration worships at the Holy 
Grail of free enterprise and free market solves all problems, but. 
Dr. McClellan, the fact is Medicare-nChoice doesn’t save money, 
that is pretty clear. They come back here — the only thing you put 
in your budget specifically to provide money for providers was 
money for Medicare-nChoice. 

In Nevada, the example that the Chairman and you touched on, 
the government could do it for less than $54 a month, the private 
sector did it for $81 per month. I don’t know how you can think 
we can close this $600 billion gap. You are only putting $200 bil- 
lion — the Congressional Budget Office thinks we need $800 bil- 
lion — and I guess all to make room for your tax cuts — how are we 



42 


going to do this? I hear my friends on the other side of the aisle 
telking about they want to provide this benefit, but you are not 
paying for it. And it is pretty hard to come to this body and to this 
committee and say that this is going to be anything comparable to 
what Members of Congress and what Federal employees have in 
this benefit, except the seniors are going to have to reach in their 
own pocket and subsidize it. My time is expired. 

Mr. Bilirakis. You certainly are welcome to respond to that, if 
you would like. 

Mr. McClellan. Thank you, Mr. Chairman. We would very 
much look forward to continuing to work with you and your staff. 
We have had some discussions with your staff already. We would 
be happy to do a lot more. If you have a specific proposal for the 
kind of drug benefit that you would like to see, and the mechanism 
for paying for it, we would be open to doing that. 

It has been a little bit difficult for us to figure out exactly what 
that proposal would be since there hasn’t been a House Democratic 
proposal on the budget resolution, and since the Senate is not real- 
ly passing, as far as I can tell, a budget resolution, just what the 
package is that you are proposing and how it would be paid for. 

I just walked through some of the concerns that we have about 
a package of $800 billion that is not paid for. It amounts to a tax 
on every working American down the road of $2200 per person. 
That does not seem like a sustainable recipe, to me, for making a 
Medicare drug benefit that will be available to seniors in the fu- 
ture. 

What we think is a much more effective way to go is to get the 
private sector tools that have worked well in keeping drug benefit 
costs down in the private sector, and that CBO and the CMS Actu- 
aries say would save money, get lower priced drugs and lower cost 
drug coverage into Medicare, and do that right away. Get the struc- 
ture in place that would allow Medicare beneficiaries to have ac- 
cess to assistance with all their drug costs, and that would com- 
plement, not replace, the existing private coverage that most sen- 
iors have today. And we have looked forward to working with you 
on that. 

Mr. Bilirakis. The gentleman’s time has expired. Dr. Norwood. 

Mr. Norwood. Thank you, Mr. Chairman. Dr. McClellan, I am 
glad you are here. I want to go back to some of your previous state- 
ments about stop-loss. Did I understand you to say that the admin- 
istration feels that any plan we produce should have some stop-loss 
protection? 

Mr. McClellan. Yes, sir, that is correct. 

Mr. Norwood. And did I understand you to say that would be 
measured by out-of-pocket expense? 

Mr. McClellan. We think measuring it by out-of-pocket expense 
would be a potentially very effective way to do it, but obviously we 
want to work closely with you on exactly what the 

Mr. Norwood. Not the total cost of the medications, but how 
much the patient actually spent out of their pocket, is that where 
you are coming from? 

Mr. McClellan. That seems like an effective way to go. It seems 
like it would be a natural way to complement a lot of the coverage 
that seniors have today. Many seniors — most seniors do have drug 
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coverage. Too often, however, it is limited to a capped amount or 
it is threatened, especially in the case of employer coverage, by em- 
ployers worried about the open-ended liability they might have for 
very high back-end costs. So providing drug coverage that kicks in 
after seniors have hit a certain level of out-of-pocket spending 
seems like a very good way to complement much of that existing 
drug coverage. 

Mr. Norwood. Two questions about that. How do you determine 
what out-of-pocket spending is? 

Mr. McClellan. One way to determine it would be to use the 
kind of infrastructure that we would like to get available 

Mr. Norwood. What if you don’t get the infrastructure? 

Mr. McClellan. Well, there are electronic mechanisms available 
now to process claims with pharmacies. Pharmacies have actually 
been leading the way in electronic data systems, and companies 
like McKesson who can talk to you more about this, I think, on the 
next panel, could tell you ways to do that. If you have a card or 
something like that 

Mr. Norwood. Okay. You are telling me that physically can be 
done. 

Mr. McClellan. Sure. 

Mr. Norwood. You can determine what people actually pay out 
of their pocket? 

Mr. McClellan. We think it can be done fairly quickly with the 
Medicare-endorsed card structure proposal 

Mr. Norwood. I catch on to that, but we don’t know that that 
is going to be the case. What is a good stop-loss, $3,000? $4,000? 
$5,000? 

Mr. McClellan. Well, I think, obviously, we would want to con- 
sider the cost implications of a lower level versus the higher value 
that it provides, and that is something that — ^you know, we have 
looked at different numbers — $2,000, $3,000, $4,000 — for out-of- 
pocket expenses, and we will want to work with you on those spe- 
cific details of what 

Mr. Norwood. What is the story on $3,000 then? 

Mr. McClellan. I don’t have that off the top of my head, but 
I would be happy to 

Mr. Norwood. When I call you this afternoon, will you tell me 
at the office? 

Mr. McClellan. I don’t know if I will have it this afternoon, but 
I will have it for you very soon. 

Mr. Norwood. Do you know what $4,000 is? 

Mr. McClellan. Not off the top of my head. 

Mr. Norwood. But we can get that this afternoon by calling 

Mr. McClellan. We can get it for you quickly. 

Mr. Norwood. It is pretty important. The last thing is, now, you 
are saying that you believe any package that Congress produced, 
at least this is a central part of what that package should be as 
a stop-loss? 

Mr. McClellan. That is right. We think it has two valuable pur- 
poses. One is that more and more seniors are facing high out-of- 
pocket costs as we have more and more very impressive and useful 
medications based on even the genetic code of an individual to get 
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individually tailored treatments, but those are often costly treat- 
ments, and we know seniors want protection for that. 

Mr. Norwood. Are any of my colleagues aware of this? I wasn’t 
aware this was going to be a central part of a package. Are any 
of my colleagues aware that this is where 

Mr. McClellan. This is an element of the President’s framework 
for prescription drug coverage in Medicare. He does think it is very 
important to give seniors the peace of mind that they need, espe- 
cially in an era when we are seeing more and more valuable but 
costly drugs being developed and introduced. This is a critical part 
of Medicare going forward. 

Mr. Norwood. If I were king and had all the money I wanted, 
what I would like is every senior citizen to be covered for any 
amount of medication they needed, with maybe a $5.00 premium 
and a $1.00 co-pay. That is what I would really like to see us be 
able to afford. 

There are some in Congress and outside advocacy groups as well, 
that are advocating for creation of a new Medicare prescription 
drug plan that may cost in the neighborhood of $700 billion over 
10 years. Now, I would like that, too, but I want you to be very 
specific with me. What effect will this type of entitlement have on 
Medicare, on the Medicare Trust Fund, on the Medicare Trust 
Fund as we go down the road in terms of specifically with its sol- 
vency. You know, it is great to have prescription drugs, but if you 
can’t get access to the doctor who writes the prescription for the 
drug, something is not going to work right, is it? 

Mr. McClellan. That is right. 

Mr. Norwood. Tell me — just talk to me about that. 

Mr. McClellan. We are very concerned about the threat that 
very large drug benefit like that would pose to the ability of Medi- 
care to provide all of its promised benefits to seniors in the years 
ahead. If that kind of drug benefit was actually funded partly out 
of the Part A Trust Fund, the Part A surpluses, the solvency date 
for the Medicare Part A Trust Fund would move from 2030, as it 
is today, all the way up to 2016, and the Trust Fund would start 
losing money as soon as 2008. 

If you try for the creative separate accounting and put it in its 
own separate trust fund and hope that somebody is going to figure 
out a way to pay for it later, the cost down the road would amount 
to almost 2 percent of our national product by 2030, and that is a 
tax on every working American in 2030 equivalent to $2200 today. 
That is a level of tax requirement or an equivalent impact on gov- 
ernment’s other priorities — remember, that is $2 out of every $100 
in the United States economy at that point — that would have a 
fundamental effect on either the ability of Medicare to pay for its 
existing benefits, or the other critical priorities of the U.S. Govern- 
ment and the American population. 

Mr. Norwood. Would that affect people under 65 and their abil- 
ity to have health care? 

Mr. McClellan. Well, they are right now facing rapid increases 
in their own health care costs, and in some of our discussions about 
the problem of the uninsured, people have told me that a premium 
of $2,000 is not affordable. This would cost even more. 

Mr. Norwood. Thank you. Dr. McClellan. 
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Mr. Bilirakis. The gentleman’s time has expired. Mr. Pallone to 
inquire. 

Mr. Pallone. Thank you, Mr. Chairman. Dr. McClellan, let me 
say first of all that I totally disagree with your strategy here, 
which I think is that you would like to see a universal Medicare 
prescription drug program, but that is long-term, and in this tran- 
sitional period of, I guess, 2 or 3 years, whatever it is, we have got 
to look at other things. 

I mean, I have two problems with that. I could be very cynical 
and say that this is part of some administration strategy that 
hopes that we will forget about the long-term proposal by concen- 
trating on this low-income benefit and hoping that the other will 
simply go away, and that if we cover a few people who are low-in- 
come, then maybe politically that will satisfy our commitment long- 
term. 

But even if I wasn’t cynical and wanted to take everybody on 
their word and say you are trying to do your best and you are real- 
ly trying to come up with a strategy that is going to help people — 
and I will assume that — I just don’t see it. I don’t see why it works. 
In other words, we have an experience with the CHIP program 
where we tried to put in this complicated situation where States 
would try to cover the kids, and it is a few years now — it has taken 
2 or 3 years, and now most of the States are on it, and it seems 
to be working well, but that took a long time. 

It seems to me that instead of looking at this transitional period 
and trying to help a few people — and it is going to be very few — 
it would make sense to just concentrate on trying to do the uni- 
versal program, cover everybody, and spend our time and energy 
there. 

Let me give you an example. I want to ask you a question, but 
let me give you an example. In my own State of New Jersey, we 
have a very generous program, and right now the State — and I 
don’t blame them, and I support it — is trying to use the waiver that 
the Secretary has proposed to get $150 million back in Federal 
funds to finance their existing program. Now, that is commendable. 
We should get it. We certainly deserve it based on fairness, and I 
support it, but it is not going to put one additional person — it is 
not going to provide drug coverage for one additional person. So I 
think you have got the situation where you are going to go through 
this drawn-out strategy that could take years to cover very few peo- 
ple, or maybe even no people in some States, and instead you 
should concentrate on just trying to put the universal program in 
place. 

Let me ask the question. The Congressional Budget Office anal- 
ysis of the Bush Administration proposal indicates that — this is the 
low-income proposal — it would only provide 18 percent of low-in- 
come beneficiaries and 6 percent of all beneficiaries with a pre- 
scription drug benefit by 2007, while a Medicare prescription drug 
benefit for everyone would ensure nearly 100 percent coverage of 
all seniors as soon as it went into effect. 

So, doesn’t it make sense that the Congress and the administra- 
tion focus on a workable, meaningful, effective drug benefit that is 
available and accessible to all seniors, rather than design a com- 
plicated, inefficient, and I believe, highly ineffective low-income- 
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only policy, especially when a low-income-only policy would only be 
in effect until this universal benefit begins? Explain to me why you 
think that that makes sense. It doesn’t to me. 

Mr. McClellan. Well, we are trying to work back from a com- 
prehensive drug benefit that would be available to everyone. We 
completely agree with you. Representative Pallone, that that is our 
first priority — how can we get effective drug assistance imple- 
mented as quickly as possible? 

Working back from that, it is clear that the Medicare program 
needs experience with managing a drug benefit assistance pro- 
gram. It doesn’t have that now and, again, that is where the Medi- 
care-endorsed drug cards would come in. We would get experience 
with managing competing ways of providing drug assistance. Sen- 
iors would get some experience with choosing a plan that is best 
for them. 

Mr. Pallone. What I don’t understand. Doctor, is why would we 
and the administration devote our time and energy to establishing 
these 50 different State assistance programs that are going to take 
a number of years, you said, to set up, only to replace them with 
the broader Medicare benefit in 2 or 3 years? Doesn’t it make more 
sense to just concentrate now on efforts to do a drug benefit for all? 
Politically, the atmosphere is right. Our constituents are demand- 
ing the comprehensive benefit. And I am just afraid that by doing 
this alternative which you have outlined today, you are missing the 
political opportunity to pass something that is going to help every- 
one, and instead put this complicated procedure that CBO says is 
going to help many people. 

Mr. McClellan. We want to get legislation that includes a com- 
prehensive benefit and it implements as effectively as possible with 
some help on the way. According to the actuaries’ estimates, the 
low-income assistance would benefit up to 3 million seniors and 
could be done through the kind of drug cards and other competitive 
approaches to providing prescription drugs 

Mr. Pallone. There are 37 million seniors that wouldn’t benefit 
compared to those 

Mr. McClellan. There are 9 million seniors without drug cov- 
erage now, 3 million seniors getting coverage through this ap- 
proach, another 700,000 getting coverage through our additional 
Medigap option, another 100,000 getting assistance now through 
the improved Medicare 

Mr. Pallone. Let me ask you, if this is such a priority — I mean, 
the administration has allocated $190 billion over 10 years for 
Medicare prescription drugs in the 2003 budget. If this is such a 
priority for the President, why aren’t they allocating more money? 

Mr. McClellan. We believe that with strong measures that 
make the program more efficient in the long-run, which Medicare 
really needs for all the financial reasons that we have just dis- 
cussed, that a prescription drug benefit, an effective prescription 
drug benefit, can be implemented in 2003 for the kind of net dollar 
commitment in the President’s Budget. We have made clear that 
we are willing to work with Congress on this, but in doing so we 
want to keep a focus on the implications of any prescription drug 
benefit and other new benefits that we add for the long-term finan- 
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cial solvency of the Medicare program and its ability to keep all its 
existing benefits secure. 

So, we will work closely with you on that, but we do not want 
to lose sight of the fact that Medicare is a promise that needs to 
be there for seniors not only today, but 20 or 30 years from now 
as well, and needs to be done in a way that doesn’t overly burden 
the next generations of Americans. 

Mr. Burr [presiding]. The gentleman’s time has expired. The 
Chair would recognize himself for 5 minutes for questions. 

Mark, again, thank you. To some degree, what we ask at this 
stage of administration witnesses, to try to be specific on something 
that they can’t be specific because you understand the role that the 
House and the Senate play in the formation of policy. And, clearly, 
you understand we are all across-the-board today, even though this 
is the third or fourth or fifth year that I think we have debated 
the issue of prescription drugs, the one thing that certainly every- 
body here supports is the fact that we need to extend some type 
of benefit, and I think the White House has been bold in what they 
have proposed so far. And I would ask you simply about one spe- 
cific piece and the importance that you feel that has, and that is 
the benefit card. That was something that the administration has 
proposed since the beginning, it is something that there has been 
a lot of effort put toward. 

How important a component do you see that to the final product? 

Mr. McClellan. We think it is a very helpful component for — 
as Representative Pallone was concerned about — making sure that 
we implement a comprehensive benefit effectively. I think all of us. 
Republicans and Democrats, agree that private sector tools should 
be used in providing the Medicare drug benefit when it is fully es- 
tablished. And the drug card is a good way to get the right tools 
in place early, to ^ve seniors experience with it, to give the pro- 
gram experience with it, and to give the people that will actually 
be providing the drug benefit more direct experience with seniors 
and their drug costs and managing their benefits. So we think it 
is important from that standpoint. 

We also think it is important from the standpoint of providing 
some relief for seniors and helping make sure we work out the 
bugs before we are playing with the full benefit dollar, the literally 
many billions of dollars that will be involved in this drug benefit, 
and the kinds of responses that we have seen since the President 
laid out this issue, from companies like McKesson, give us some 
confidence that with Medicare endorsing the best kinds of pro- 
grams out there and helping seniors choose among them, we will 
find ways to do this that deliver some real assistance for seniors 
in the short-run, 20 to 40 percent reductions in drug prices seems 
nontrivial to me, before we get full drug coverage available, and 
also be done in a way that works for local pharmacies which are 
a critical part of delivering any drug benefit effectively. 

So we would like to see a way to make this work to get us on 
the road toward a comprehensive benefit, as part of an overall leg- 
islative package. 

Mr. Burr. In our second panel today, we will have testimony 
from the State of Nevada who, if I remember correctly, started with 
a benefit that had multiple plans and multiple options and, since 
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that time, have honed that down to one plan, one option, an option 
that I think from their testimony has been very successful in Ne- 
vada. 

What should we, if anything, learn from their experience or the 
experiences that we have seen in any other State so far relative to 
prescription drugs and seniors? 

Mr. McClellan. I think it is a valuable experience and that it 
shows that moving toward private innovative coverage can be done 
now to take us on the way toward the kind of mainstream private 
coverage that we want to have available for all seniors in a pre- 
scription drug benefit in Medicare. 

Nevada, as a single State, with a limited number of seniors par- 
ticipating in the program — remember, many older Nevadans al- 
ready have coverage through other means, this is a program tar- 
geted at lower income seniors that do not have coverage today — 
that is not an enormous number of people. It is not like the entire 
Medicare program that w would be talking about for a Medicare 
drug benefit. So, there are opportunities from the scale involved 
and the scope involved in the Medicare drug benefit to encourage 
effective competition and choices among private plans that may not 
be as easy to implement in a single State for a single low-income 
program, and that is what CBO, the CMS Actuaries and others 
have indicated is the right way to go for getting a Medicare drug 
benefit delivered as cost-effectively as possible. 

Mr. Burr. Would you agree that there are multiple options that 
we could come up with to handle the low-income seniors based 
upon how targeted a population that is, not necessarily that we 
offer multiple plans, but we have multiple options now as to the 
directions that we could go in providing a benefit for low-income 
seniors? 

Mr. McClellan. Sure. 

Mr. Burr. If you will, comment on this last thing, and that is 
that first out of the chute this year was a plan — maybe not a 
plan — a dollar amount — AARP suggested that the drug benefit had 
to be $750 billion, if I remember correctly. I think since then 
maybe they have changed to some degree. 

Comment, if you will, from the standpoint of the administration, 
can America today or tomorrow afford a $750 billion drug plan? if 
not, what would it cost? 

Mr. McClellan. We don’t think that $750 billion would be af- 
fordable. Earlier and in my written testimony I go through in some 
detail what the numbers associated with that are, and it is a level 
of spending that we think would not make it easy to sustain Medi- 
care’s benefits for the Baby Boom, would not make it easy to pur- 
sue the other high priorities of the U.S. Government, if we are 
spending 2 percent of our entire national product and over 10 per- 
cent of all Government spending on a drug benefit alone, and that 
is why we think it is incumbent upon us to find effective ways to 
deliver and provide a universal drug benefit at a lower cost. As 
AARP has said, it is not going to be easy to do that for the amount 
that we described in our budget or the $350 billion in the House 
Budget Resolution, but that is the best way to balance the need for 
providing real assistance for seniors now, with the promise of Medi- 
care to be there for seniors in the future. 
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Mr. Brown. Could I ask the gentleman to yield just to point a 
clarification of the $2200. I assume that is with no price controls 
or no constraints at all on drug company pricing? 

Mr. McClellan. Well, that is the cost implication of spending 
$400 billion out of the Part A Medicare surplus funds in the next 
10 years, and extending that same kind of spending for the 10 
years after that and the 10 years after that. 

Obviously, we had hoped to use the most effective cost control 
mechanisms possible through these private sector means, as CBO 
has said, to keep the overall cost of the benefit down. But if you 
are spending $750 billion on net on a prescription drug benefit, it 
is going to have fundamental implications for taxes that need to be 
raised on all Americans, or for the ability of the government to do 
just very basic key functions, since it would be such a large part 
of Federal Government spending down the road. 

Mr. Burr. My time is expired. The gentleman from Michigan, 
Mr. Stupak, is recognized for questions. 

Mr. Stupak. Thank you, Mr. Chairman. Doctor, you said you 
want the most cost-effective plan, and your program here is based 
on the average wholesale price, correct? 

Mr. McClellan. Our program is not generally based on the av- 
erage wholesale price. As you know, drugs that are covered by 
Medicare today 

Mr. Stupak. What is it based on? 

Mr. McClellan. Our plan would be based on private sector com- 
petition, the same kind of approach that is used for the vast major- 
ity of Americans who have drug coverage today. 

Mr. Stupak. What is the private system? That is the price that 
is set by the drug companies, right? 

Mr. McClellan. The private system uses a mechanism for nego- 
tiating discounts from drug manufacturers to get prices down in 
health insurance plans. These discounts can range anywhere from 
10 to 40 percent. They are not set by the government, they are ne- 
gotiated by the private sector through competitive means. 

Mr. Stupak. Well, let us talk about your plan then because prob- 
ably the most effective lowest price drugs come from the Federal 
Supply Service, FSS, correct? 

Mr. McClellan. The Federal Supply Service is one way of get- 
ting lower prices for more drugs. 

Mr. Stupak. We have done these studies in 1998 

Mr. McClellan. And as you know, there are some questions 
about whether it is working effectively. 

Mr. Stupak. [continuing] and here is a copy of it right here. Fed- 
eral Supply Service was the lowest price cost drugs. Those are 
drugs that the Federal Government buys for the VA, for Medicaid, 
for Indian Health Services, and other beneficiaries, and we nego- 
tiate — the Federal Government — the best possible lowest price. And 
study after study has shown it is by far about 40 percent less than 
the average wholesale price, the independent price, the chain price, 
the major wholesaler price. 

So, under your proposal then, are you going to guarantee that 
seniors will actually receive any savings? 

Mr. McClellan. Yes, we would expect seniors to receive signifi- 
cant savings through two means. One is through lower negotiated 
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prices — and we want prices to be negotiated competitively, we don’t 
want the government 

Mr. Stupak. Lower negotiated prices, who is going to negotiate 
that price, the Federal Government or drug 

Mr. McClellan. The same kinds of organizations that negotiate 
lower prices on behalf of the health insurance plans used by mil- 
lions of Americans today. 

Mr. Stupak. So that is one way, you are going to have these drug 
managers negotiate price. What is the other way? 

Mr. McClellan. And the second approach is that — as you know, 
there is more to lowering drug expenses for seniors than just low- 
ering prices. There are valuable tools provided to give seniors ad- 
vice about generic alternatives. I think AARP is soon going to be 
working on a campaign about that, so making better information 
available to seniors about how to manage their drug costs. 

Mr. Stupak. Information and your price managers. I am trying 
to move on here because I have a number of questions and am lim- 
ited in time. 

Mr. McClellan. Sure. 

Mr. Stupak. So, basically — I brought up in my opening state- 
ment, I believe you were here, that it is like this National Prescrip- 
tion Health Plan, that would be one way, right, using a card? 

Mr. McClellan. I don’t think from the description I heard of 
that plan, that would be a drug card that would get any kind of 
Medicare endorsement. I think that is exactly why we need a Medi- 
care-endorsement process. 

Mr. Stupak. Do you think Medicare is going to endorse which 
companies can do these drug cards out to seniors? 

Mr. McClellan. That is right. Medicare is going to set some 
standards that would make sure that companies are providing as- 
sistance with a full range of drugs, are offering lower prices 
through manufacturer discounts 

Mr. Stupak. So, as you are guaranteeing which plans, then tell 
me, if you will, what kind of discounts will seniors get? 

Mr. McClellan. We think that the private sector would provide 
significant discounts. In the analysis that we did accompanying our 
release of the Notice of Proposed Rulemaking on this 

Mr. Stupak. Significant discounts. Can you tell me 10 percent, 
20 percent, 30 percent? 

Mr. McClellan. Sure. Our analysis indicated savings of up to 
15 percent on average for all seniors. 

Mr. Stupak. Fifteen percent, off of what 

Mr. McClellan. Off of the 

Mr. Stupak. [continuing] the average wholesale price or the price 
set by the 

Mr. McClellan. Off of the price that seniors are paying today. 
Seniors are among the only people in the country 

Mr. Stupak. [continuing] That seniors are paying today. 

Mr. McClellan. Right. 

Mr. Stupak. What seniors are paying today is the amount set by 
the drug companies. So, it would be 15 percent off the price set by 
the drug companies. 

Mr. McClellan. Well, and whatever markup the pharmacies 
provide but, as you know, that is a small markup. 
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Mr. Stupak. All right, pharmacies is very small, 1, maybe 2 per- 
cent, at most. 

Mr. McClellan. Well, it is more than that, but it is small. 

Mr. Stupak. The amount we pay is set by drug companies. That 
is what we do right now, and under your plan that will be the plan 
in the future. Whatever they set 

Mr. McClellan. No. Seniors would get lower prices from the 
ability of the cards to negotiate and get lower prices from drug 
manufacturers. That is what cards like 

Mr. Stupak. Here is what the pharmaceutical is going to charge 
you. There is going to be about 15 percent off, you think. Tell me, 
does the drug proposal require the discount to be passed on to the 
seniors? 

Mr. McClellan. The drug proposal would encourage seniors to 
sign up for cards that pass on discounts. Right now, seniors pay a 
full markup from manufacturers, private plans pay much less. 

Mr. Stupak. You said “encourage.” It does not require them to 
pass on that 15 percent to seniors because that 15 percent can be 
given in other type of services, as you indicated, like talking to 
them about their drugs or counseling them about their drugs. 

Mr. McClellan. Well, that seems like a worthwhile option. If 
seniors want more valuable services along with the drugs, we want 
to encourage that. 

Mr. Stupak. Agreed, good option, but it is not a 15 percent — does 
not necessarily have to then come off the drug, the cost of these 
other services. 

Mr. McClellan. I am sorry, I misunderstood. The 15 percent is 
the savings in drug prices that seniors would realize on average, 
and for some cards the savings could be much larger, like the low- 
income cards that are now going to be widely — and we hope very 
widely — available with our help to seniors savings of 20 to 40 per- 
cent off what they are saving now — or off what they are paying 
now. 

Mr. Stupak. We have got a system here designed that drug com- 
panies will determine the amount, you are hoping they will get 15 
percent off, that 15 percent does not necessarily have to come off 
the price of the drug, that can go for other services. 

So, in short, you really believe that it is a good idea for Medicare, 
a program that is really recognized and respected by our seniors, 
to give its endorsement to these discount cards when the cards 
don’t even have a discount that has to be given to the beneficiaries? 

Mr. McClellan. We think it is a good idea for Medicare to use 
the same kind of approach that has worked well for millions of 
Americans, to get much lower prices for their drugs than seniors 
are paying today. Seniors are paying full price today. People in pri- 
vate industry are paying up to 40 percent off. 

Mr. Stupak. What are you going to do about the cost of drugs? 
You are going to give them 15 percent off. Last year — the numbers 
just came out about 2 weeks ago — it went up almost 18 percent. 
So after 1 year on your program, the seniors are now 3 percent in 
the hole from where they were from the time they signed up. 

Mr. McClellan. That is the problem with rising drug costs, and 
that is why we need a Medicare prescription drug benefit along 
with other assistance implemented as soon as possible. 
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Mr. Stupak. But you are going to do nothing 

Mr. McClellan. No, we are going to implement a drug benefit, 
and we are going to take these steps to get prices down. Seniors 
are paying too much. They are paying the full list price for drugs. 
People in private insurance are getting anywhere from 10 to 40 
percent off. We want those same kinds of savings available to sen- 
iors. 

Mr. Stupak. Other than the card 

Mr. Bilirakis The gentleman’s time has expired. 

Mr. Stupak. If I may just follow up 

Mr. Bilirakis. Very quickly because what happened is we didn’t 
set the clock when you first started, so you are probably on your 
seventh question. 

Mr. Stupak. Thank you, Mr. Chairman. So, other than this card 
which may give you 15 percent off, there is no other way to control 
the cost of the rising pharmaceuticals we pay every day? 

Mr. McClellan. According to CBO, the kind of approach that we 
are advocating is the approach that would provide the most savings 
for seniors and the most reduction in the cost of a drug benefit of 
any of the major proposals that have been 

Mr. Stupak. That is for the government, but not for the bene- 
ficiary. 

Mr. Bilirakis. The subject of possibly another hearing. Mr. Deal 
to inquire. 

Mr. Deal. Thank you, Mr. Chairman. I would like to first of all 
ask you with regard to the Medicare-nChoice programs, did most of 
those provide some form of prescription drug benefit as a compo- 
nent? 

Mr. McClellan. Historically, the vast majority of 
Medicare-nChoice programs have well over 90 percent until just a 
year or 2 ago. 

Mr. Deal. Do you have any information as to whether or not that 
component of the Medicare-nChoice package was a reason why 
many have now withdrawn from the program because of the cost 
of doing that? 

Mr. McClellan. The overall problem is one of Medicare reim- 
bursements not keeping up now for year after year, with the cost 
of providing a modern benefit package including prescription drugs. 

As you know, since the Balanced Budget Act was implemented, 
the payments to Medicare-nChoice plans in the vast majority of 
parts of the country have fallen well behind not only their cost in- 
creases, but the payment increases in the fee-for-service program, 
and it is that differential that is making it more and more difficult 
for the plans to continue in the program and offer a modern benefit 
package. 

Mr. Deal. And the prescription drug component of it complicated 
it even further. 

Mr. McClellan. Absolutely. 

Mr. Deal. Is there any indication as to those plans whether or 
not the addition of the pharmaceutical benefit caused a significant 
increase in usage of pharmaceuticals as a result of that option 
being offered? 

Mr. McClellan. That is a good question. I think evidence — and 
I don’t have it all at my fingertips and I will try to follow up with 
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you on that — I think there is some evidence that providing pre- 
scription drug coverage does lead to more use of prescription drugs, 
however, the way that a lot of these Medicare-nChoice plans have 
provided the drug coverage is in conjunction with other benefits 
that are not available in Medicare as well. These are things like 
disease management programs, preventive benefits, wellness pro- 
grams, all of which encourage more appropriate use of all the many 
complex medications that are out there. 

So, offsetting the fact that lower prices make it easier for seniors 
to use more drugs, is the fact that these programs enable them to 
use drugs more cost-effectively and to keep the overall costs down. 
These are benefits that I think are extremely important for seniors 
and need to be much more widely available in conjunction with the 
drug benefit. 

Mr. Deal. I understand that obviously the use of certain phar- 
maceuticals reduce the cost in other components of the Medicare 
service delivery package, but I would think it would be very dif- 
ficult to project cost because of this extra usage component — very 
difficult to project the cost of a pharmaceutical program because I 
don’t think you can really look at the Medicaid as a true indicator 
of what the cost is going to be. There is just really an unknown fac- 
tor there in terms of what increased usage there might be to ex- 
pand the benefit. 

Mr. McClellan. Yes, sir, I think that is true. We are obviously 
facing a lot of uncertainty here. 

Mr. Deal. But even with the best of certainty, your indication is 
that if we were to look at a universal plan such as has been dis- 
cussed previously here of some $750 billion over a 10-year period, 
that that would have serious, serious consequences on the financial 
stability of Medicare. I believe you indicate that if that were done, 
that in 6 years, by 2008, it would start going in the red again and 
would be bankrupt in 14 years. That is serious consequences as far 
as I would be concerned. 

Your projections, too, of the cost, as I understand it, you are say- 
ing that today the cost of Medicare, as we know it, is roughly 2 per- 
cent of GDP. 

Mr. McClellan. That is right. 

Mr. Deal. And if we added a prescription drug benefit, that by 
the year 2030 that prescription drug benefit alone would be 2 per- 
cent of GDP. 

Mr. McClellan. Would be almost 2 percent of GDP, and by 2030 
as well the cost of Medicare’s existing benefit 

Mr. Deal. Is going to double. 

Mr. McClellan, [continuing] will have gone from 2 to 4 percent 
of GDP. 

Mr. Deal. So we are faced with this multiplication factor that 
goes into place. I have just done some real quick calculating here. 
My only grandchild is going to be 30 as of 2030, and if that is the 
case, the way I calculate it, she would have to pay about $550 a 
month just to sustain the cost of Medicare with that kind of drug 
component in it, $6,600 a year. I personally don’t think that is a 
sustainable demand, and I compliment you for the proposal that 
approaches this in a much more modest fashion. 



54 


I think all of us get carried away in making promises on some- 
thing that sounds good, but the most unsustainable of options is 
not the best in the long-term. And I compliment you for the pro- 
posal that you have made. 

I assume, too, in the drug card program that you are proposing, 
that negotiated savings are what you anticipate is going to happen, 
and competition, of course, I think would stimulate those increased 
savings. Is that part of the factor? 

Mr. McClellan. That is correct, and we have started to see that 
already with some of the drug cards that have become available 
since the administration’s announcement. 

Mr. Deal. Thank you, Mr. Chairman. 

Mr. Bilirakis. Ms. Eshoo to inquire. 

Ms. Eshoo. Thank you, Mr. Chairman, and thank you. Dr. 
McClellan, for your testimony today. Just a quick, but I think very 
important observation. There seems to be a highly concentrated ef- 
fort here today to continue to describe what the burdens of a cost 
of a benefit would be in Medicare for a universal benefit. 

Woe is America, woe is every American, woe is every future gen- 
eration, if we do this, if we make this a benefit through coverage 
through Medicare. 

What I have to observe — and I keep reading what CBO comes 
out with but, of course, the administration doesn’t want to pay any 
attention to CBO, which is very interesting — I really think that the 
Republican mantle that has been carried for years about fiscal re- 
sponsibility has not only fallen down, but it has crashed into a 
thousand pieces because what the administration is ignoring is fis- 
cal responsibility of a $4 trillion cost of making the tax break pack- 
age permanent. That is being ignored, and the concentration of the 
effort is on this. In fact, we would have the resources for homeland 
security, for prescription drug coverage benefit in Medicare, and 
the war on terrorism, as well as our other responsibilities, but for 
this fiscal irresponsibility or the overlooking of and leapfrogging 
over what is going to come to the floor. 

So, when you are here representing economics, I think there is 
a 10,000-pound gorilla sitting in the middle of the room that is 
being ignored. And that is why I want to make this observation. 

I have two questions for you. In your testimony, you outline the 
President’s vision for the drug benefit to protect seniors from cata- 
strophic drug costs. Specifically, you say that many seniors have 
annual drug costs of under $500. I think your details are a little 
vague, and I am concerned that the plan creates a huge gap in cov- 
erage for those who have moderate to high drug costs perhaps of 
$100 per month. Can you tell us, or give us some more specifics, 
about how the President’s plan is going to help those seniors, many 
who have incomes of less than $30,000 a year? 

And my second question is that in the President’s Budget, in 
order to pay for prescription drug benefits, he has said that the 
AWP must be fixed. He accounts for it being fixed in his budget, 
but doesn’t say how. Can you tell us how? 

And then the third point that I want to make is, what I want 
to give to you — and then I would like you to respond to me in writ- 
ing — is the bill that I introduced, that I referenced in my opening 
statement. It has a voluntary Part B. There is stop-loss coverage. 
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There is competition through PBMs, and the 0PM is the adminis- 
trator, and not HCFA — I know we changed the name of HCFA, but 
I can’t think of it — so to address that whole bureaucratic whatever 
issue. And I really would like a serious response to that. 

I think, obviously, that it is a helluva bill because it incorporates 
both coverage and public-private issues and competition. So, I want 
to give that to you and ask you to respond in writing, but if you 
could just comment on the two questions that I posed and, again, 
thank you for being here today. And you know that I don’t agree 
with you, but obviously you are the game in town. You are the ones 
that we have to work with, but I think that we are fiddling while 
this issue burns across the country. Again, I want to acknowledge 
what others are doing, cards and discounts and all of that. But you 
know what, it is an attempt — and I think it is wrong to ridicule it 
and whatever, I am not here to do that. And I thank people for at- 
tempting to do something, but it is not going to do what needs to 
be done in terms of insurance coverage. Take it to your mother and 
explain it to her, Mr. McClellan. I have had a chance to do that 
already. 

Ms. Eshoo. She will give you hell. She is going to say, “It sounds 
terrific, but how does this work for me?” So, your answer 

Mr. McClellan. Very good question, and maybe a couple of min- 
utes — 

Mr. Deal [presiding]. Well, the lady expired all of her time with 
her question, but we will allow you to respond. 

Mr. McClellan. We will take a close look at your bill. I think 
we have already had some opportunity to look at it, and especially 
if you have got a proposal for how the bill is paid for, you know, 
how it fits into a Budget Resolution which we are still hoping to 
see from the Democrats, that will be very useful because that 
would give us some confidence about making sure that this is a 
benefit that will really be there in the years ahead for the Baby 
Boom. 

With respect to your two questions, all of us here are clearly sup- 
portive of a comprehensive drug benefit for low-income seniors, so 
that is going to be included in any kind of prescription drug 
bill 

Ms. Eshoo. Why is that only low-income people get sick? 

Mr. McClellan. No, I didn’t say that. 

Ms. Eshoo. What about others? How do they get 

Mr. McClellan. The lower-income seniors are the ones that 
have the least ability to pay for their own benefit, and just as with 
other aspects of Medicare, there will be a basic benefit package 
that they would be in, a prescription drug benefit for all seniors, 
and they would get additional help so that they would have mini- 
mal out-of-pocket payments since they are least able to afford it. 

Beyond that, on both of these questions, I think my answer is in 
part going to be we want to work with you on this, on the drug 
benefit design. I think we, the committee. Ways and Means and so 
forth, all envision having a drug benefit that does more than just 
provide some back-end catastrophic or high expense protection, 
which I think we all agree also is very important. So we would be 
happy to work with you on ideas on how to specify that, and we 
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do think that all seniors need some additional assistance beyond 
catastrophic-only. 

With respect to the AWP question, as we said in our budget, we 
want to work very closely with Congress on developing and imple- 
menting the best possible idea for reforming that payment system. 
Everyone agrees it doesn’t work. You all have had extensive hear- 
ings about it. There is clear bipartisan support for moving forward. 
I know there are some ideas being developed around here on mov- 
ing to an average sales price approach. Those are very good ideas, 
and our main goal is just to do this effectively and do this this 
year, and do it in a way that preserves access to Medicare drugs 
through fair payments, and also preserves adequate reimburse- 
ment for the physicians and others who are prescribing these 
drugs. We will do it this year. 

Mr. Deal. The Chair recognizes Mr. Barton. 

Mr. Barton. My question is a little bit simpler than Congress- 
woman Eshoo’s. She knows the buzz words a lot better than I do. 
I couldn’t even understand her question, it was so intelligent and 
well meaning. 

I come at this a little bit different way. I think our entire health 
care system is verging on collapse. It is very complicated. Patients 
are frustrated. The doctors are frustrated. The hospitals are frus- 
trated. We have tried managed care for the last 10 years. It helped 
restrain cost, but it had some quality of service problems. So I am 
a long-term proponent of totally scraping the existing system and 
going to Medical Savings Accounts where it is the doctor, the 
health care provider and the patient. 

Now, in all this debate on a prescription drug benefit, I don’t see 
anywhere in the Bush Administration any cognizance of the fact 
that we could do a prescription drug benefit savings account. So, 
as I said in my opening statement, I am working with Congress- 
man Johnson on the Ways and Means Committee, and we are 
going to come up with some proposals that we are going to share 
with our colleagues on using a prescription drug benefit savings ac- 
count approach where the money could be used for any number of 
options which might have to be precleared by — and I don’t know 
what the success or buzz word is for HCFA either, so I will use 
HCFA, too. Has the administration looked at a prescription drug 
benefit savings account as an option, maybe either as a stand-alone 
option or as an option where you put the money in and you let the 
marketplace develop the option? 

Mr. McClellan. We have certainly looked at the general idea of 
that, but we would be very interested in seeing your proposal. As 
you know, we have been trying to work fairly closely with the com- 
mittees in coming up with a consensus approach that is going to 
give seniors protection against very high costs, and it is going to 
provide a benefit that is effective and that will keep the cost down 
in the long-run. 

As you know, more generally, the administration strongly sup- 
ports improving the existing medical savings account options that 
are available to Americans, and we would like to see an option for 
that approach to be available to seniors as well. It is clearly not 
working under the Medicare-nChoice system, but we would be very 
interested in pursuing that. 
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Mr. Barton. If you look at your bullets on page 3 of your written 
testimony, none of those general policy goals seem to be at variance 
with an option of a prescription drug benefit savings account either 
as the option or as one of several options that seniors could choose 
from. And that is all I am asking, is that we give it a chance be- 
cause we have had several members talk about their mothers and 
their fathers. I will guarantee you, my mother — my father is de- 
ceased, but my mother has had years where she used almost no 
prescription drugs. She was very healthy. And then she has had 
two heart operations in the last 2 years, and now she is using a 
lot. So, if you had a savings account approach, in the lean years 
you save up and have some sort of a catastrophic prescription drug 
benefit, and in the years you need it, it is there, and it is money 
that is your money, and you work with your health care provider. 
I think it would be at least an option that a lot of seniors would 
look at. 

Mr. McClellan. Well, clearly, some new ideas are needed for 
keeping costs down and delivering effective care and, as you have 
said, what we have tried to do is lay out some general guidelines 
in our framework and then work closely with you here in the Con- 
gress — 

Mr. Barton. It is not something that you in your position, or 
others in the Bush Administration have taken off the table. It is 
something that you will work with us on, at least to pursue in a 
serious vein. 

Mr. McClellan. We would certainly like to pursue it in a seri- 
ous manner. We know that time is short this year, and coming to- 
gether in this committee and in the Ways and Means Committee 
in an approach to providing Medicare prescription drugs and mod- 
ernizing the program effectively, but we would certainly like to con- 
sider all good ideas in that process, and this seems like it has got 
some promise. 

Mr. Barton. Thank you. Doctor, and I yield back. 

Mr. Deal. The Chair recognizes Ms. Capps. 

Ms. Capps. You didn’t get to hear me say thank you very much, 
but I think you recognize that I did that, for the time that you have 
spent with us. 

I appreciate the seriousness of this topic, as you do as well, and 
I want to ask you a question based on your premise that of course 
our goal long-term is to include a prescription drug benefit as a 
part of Medicare so all seniors can take advantage of it, or at least 
something thereabouts, that that would be the ideal plan. And sev- 
eral who have also espoused the President’s plan have reiterated 
that overlying goal. And I guess it is maybe too simple a question, 
but I would like to have you respond with when would such a time 
be? What would the scenario be that would allow us to consider 
this and what ingredients are now present today? 

I mean, we are now on the edge of the Baby Boom generation 
wanting to take advantage of the benefits of Medicare. And what 
would we need to have in place so that we could consider a uni- 
versal — a Part D, if you will, of Medicare that includes prescription 
medication? 
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Mr. McClellan. Let me be very clear that the President wants 
to see legislation enacted this year that provides a prescription 
drug benefit for all seniors — for all Medicare beneficiaries. 

Ms. Capps. This year? 

Mr. McClellan. This year. And he would also like that legisla- 
tion to include the key steps that would be needed to make sure 
that we implement that benefit as quickly and as effectively as pos- 
sible. 

Ms. Capps. Why don’t we start on that now, then? 

Mr. McClellan. I couldn’t agree with you more. So we would 
love to see this legislation include the prescription drug benefit and 
include a clear path for getting from here to there as quickly as 
possible, and for helping as many seniors on the way as possible. 
That is what we want. 

Ms. Capps. Well, then I propose that we — any plan that is an 
intermediary plan that is as widespread as Medicare that covers so 
many seniors is going to take some time and cost to implement. If 
we waste our time, if you will, on a first step, we will probably not 
get to the ultimate goal. 

But I want to shift a bit because Medicare was instituted in the 
1960’s because the private sector couldn’t deal with health care for 
seniors, and we didn’t include prescription drugs then. People ac- 
knowledge there weren’t as many, but now it is a very different 
scene. However, you want us to be cost-effective, and I just want 
you to comment on the fact that the Federal Employees Health 
Benefit Plan premiums went up 13 percent in 2002. I acknowl- 
edged in my opening remarks that the 1.2 million member Cali- 
fornia Public Employees Retirement System — it is supposed to be 
a really hard-nosed plan — has just announced that they are going 
to have premium increases of 13 to 41 percent. This is in California 
where managed care has reigned supreme for a long time. We have 
many, many plans there. That is a pretty high percentage now. 

The 0MB has projected that Medicare itself will increase 4 per- 
cent between 2003 and 2012. Comment, if you would, on those com- 
parisons. 

Mr. McClellan. I think they all go to the point that we do need 
to take action now to provide more assistance for seniors — and for 
other Americans, frankly — who are having trouble affording health 
care. I come from California as well, before being in the adminis- 
tration. Actually, Representative Eshoo is my representative. And 
I saw first-hand in my practice the consequences 

Moving right along with this question, I actually was already 
moved to Washington by the time of the last election — seeing first- 
hand in my practice the consequences of people not being able to 
afford health care, and it is not just seniors, it is many working 
Americans, people that have health insurance and are worried 
about losing it, and the growing number of people who are just de- 
ciding they can’t possibly afford it. We need to do a lot more. 

I don’t know that a solution is an approach that involves price 
controls. We have the most innovative privately based health care 
system in the world, and the kinds of medical technologies that 
have been made available in the past 30 years I think are just a 
fraction of what we are going to see over the next 30, if we keep 
encouraging that. It is probably going to cost more in the process. 
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and that means that we need to pay very careful attention to doing 
all we can to help as many Americans as possible meet those rising 
costs. I very much appreciate your interest in trying to do that with 
the Medicare program here today. 

Ms. Capps. Well, the fact that you are — I guess I am quite sur- 
prised to think that the President would say that during this year 
we could consider a prescription drug benefit under Medicare, and 
with all due haste I believe we should set aside the intermediary 
step and get right to that most pressing task at hand. Thank you. 

Mr. Deal. The Chair recognizes Mr. Bryant. 

Mr. Bryant. Thank you, Mr. Chairman. I do have a number of 
comments and some questions that certainly I feel like could be ad- 
dressed, but I understand that our witness is very late for a press 
conference, and I simply will waive all that to the extent that I 
don’t go ahead and submit statements to you for your answers to 
be late-filed. But I also want to commend the administration for 
your efforts and your support in this very important issue, and 
with that I will yield back the balance of my time. 

Mr. Deal. Thank the gentleman. The gentleman from California. 

Mr. Waxman. Thank you, Mr. Chairman, and Dr. McClellan, it 
is nice to see you here. I was concerned about this waiver program 
where the States, if they offered a prescription drug coverage, they 
could get Federal support for it. I think this was known as the ad- 
ministration’s Health Insurance Flexibility and Accountability Act 
waiver process for drug-only pharmacy-plus waivers. 

The pharmacy-plus-waiver proposal allows the States to get the 
Federal Medicaid funding for State-only programs that are cur- 
rently in operation. It buys out the State programs, in effect. Will 
the pharmacy-plus-waivers require that the State expand coverage 
beyond the current level in order to be eligible for a Federal buyout 
for the program? 

Mr. McClellan. The entire point, as you know, of the phar- 
macy-plus-waiver program is to expand coverage. So, yes, we ex- 
pect to see coverage expansions in every proposal we get. That has 
certainly been the case so far with the ten States that have either 
submitted applications or expressed interest. 

Mr. Waxman. Well, at a time when people believe that we can’t 
afford a generous Medicare drug benefit because of budget pres- 
sures, aren’t we spending Federal resources on programs that are 
already operational? Is there a requirement of new coverage, or are 
we simply going to supplant what the States are already doing? 

Mr. McClellan. The pharmacy-plus-waiver is intended to ex- 
pand coverage, and your staff, I believe has seen — if they haven’t, 
let me know and I will get it to you — the draft documents describ- 
ing the details of the pharmacy-plus-waiver process. So, if there are 
some concerns about this not going far enough to encourage expan- 
sions of coverage, I hope you will let us know. We haven’t finalized 
that yet, but absolutely the intent is to get States to expand cov- 
erage as much as possible. 

As you know better than anybody here, under Medicaid we can’t 
require States, the scope, the duration, the content of benefits, 
all 

Mr. Waxman. You can’t require it, but there are some Medicaid 
standards in effect if they do have drug coverage. Would this waiv- 
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er allow the States the option of less than the Federal require- 
ments if a drug program is adopted by the State for their Medicaid 
population? 

Mr. McClellan. The Medicaid requirements for drug benefits 
would be the same as under current law. We are not changing cur- 
rent law, so the States have the freedom now to design waivers in 
terms of the scope and content. 

Mr. Waxman. Well, what I am asking is, if they want a waiver 
to include a new population in addition to the Medicaid population 
that is already there, would this waiver allow them to have a drug 
benefit that is less than what they have for their Medicaid popu- 
lation that is already covered? 

Mr. McClellan. For their existing population, it could. They 
could have higher co-pays. They could use different formulary 
structure, but the point would be, as you said, to expand coverage. 

Mr. Waxman. Well, I am troubled by that because then you have 
two classes of low-income people. One group will have more gen- 
erous coverage for pharmaceuticals, another group could have less 
generous coverage for pharmaceuticals and, of course, at some 
point the State will say, “Well, why don’t we just make it all the 
same,” and it is unlikely they are going to make it all the same for 
the higher benefit, they are going to make it all the same for the 
lower benefit. 

But isn’t all this supposed to be cost-neutral? 

Mr. McClellan. Yes, it is supposed to be cost-neutral and, yes, 
we are concerned about the two different classes of low-income citi- 
zens. I am actually more concerned about the two classes that exist 
now, those with coverage and those with no coverage at all. 

The way that this would be budget-neutral is, there are two main 
mechanisms. One is that there is clearly a number of people who 
are near the Medicaid eligibility line that in order to get drug cov- 
erage — and now, under current law, they have to get the entire 
Medicaid benefit package — so they will adjust their income down- 
ward, they will take steps to become eligible for Medicaid. They 
will become eligible for the entire Medicaid benefit package which 
is more costly than the direct coverage that they really need. 

Mr. Waxman. The cost-neutrality I was concerned about was a 
requirement of the States that if they get this waiver, they have 
got to make sure they are not spending anymore on the Medicaid 
program than they already are. 

Mr. McClellan. They have to do it in a budget-neutral way, 
that is right. 

Mr. Waxman. How would they do that? This is not a capped pro- 
gram. Would they have to anticipate their cost, make an evaluation 
of what the cost would be, and then stay to those costs? In other 
words, internally the State would have to figure out how to cap 
their programs so that they are not spending anymore overall on 
Medicaid. 

Mr. McClellan. My guess is that different States will take dif- 
ferent approaches, and certainly different States have expressed in- 
terest in different kinds of approaches in their discussions with 
CMS so far. 

Mr. Waxman. They have to come in and talk to you and you have 
to approve them, or HCFA — the administration — and they will 
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have to say, “Well, we want this ability to cover drug-only Med- 
icaid, but we want it to be cost-neutral, and this is how we are 
going to have it cost-neutral,” so you are going to have to approve 
whether it is really cost-neutral or not. What will you tell them if 
they ask you, “How do we show the cost neutrality,” will you re- 
quire them to cut back on other benefits for people under Medicaid, 
to pay these new benefits? 

Mr. McClellan. It is true that one way to do it — and this may 
be what you are getting at, I am sorry if I missed that earlier — 
is that States could achieve budget neutrality by finding more cost- 
effective ways of delivering their Medicaid benefits. They could do 
that for the new population, they could do that for some of that for 
some of their old population, for example, by going to a private sec- 
tor coverage 

Mr. Waxman. If they can do something cost-effective, why aren’t 
they doing it? After all, the States are putting in money. I think 
cost-effective becomes a euphemism for cutting back on a lot of low- 
income eligibility, don’t you think that 

Mr. McClellan. Well, we are certainly worried about that, and 
we think that the more that we can do to help States manage their 
benefits cost-effectively, the less real cutbacks we will see. There is 
a lot of pressure right now, as you know, for States to cut back 
their Medicaid programs, and we think that anything we can do to 
help them find more cost-effective ways of managing their benefits, 
keeping those benefits and hopefully expanding them is the right 
way to go. 

Mr. Waxman. Well, I think you ought to do that with an increase 
in the Federal match, and then we can make sure that they will 
have the resources to do it. My time is expired. Thank you, Mr. 
Chairman. 

Mr. Deal. I understand Mr. Gordon, a member of the full com- 
mittee, has questions. Mr. Gordon. 

Mr. Gordon. Thank you, Mr. Chairman. Dr. McClellan, you have 
been in the hot seat a long time, so I will try to be quick here, and 
my apologies to the second panel that I know would like to get up 
and going, but I wanted just to follow up on a line of questioning. 

Within the context of Medicare, when a new drug is introduced 
and the drug is priced in such a way that it provides a financial 
incentive to the physicians and hospitals via higher AWP, what ac- 
tion can the CMS take to assess the impact on the Federal budget 
relative to the new drug? 

Mr. McClellan. CMS has — you are asking about a policy 
change and the way that we reimburse drugs under AWP, or an 
alternative mechanism? 

Mr. Gordon. Yes. 

Mr. McClellan. CMS has the flexibility under current law to 
adjust payment systems in cases where there are overpayments 
and Medicare is not billing efficiently. As we made clear in our 
Budget Proposal this year, we have some ideas about how to poten- 
tially do that for overpayments in the AWP system, recognizing the 
need to provide adequate reimbursement for the drugs and for the 
services in providing them. 

We would like very much to work with your committee in finding 
the most effective way to do that, and doing it legislatively would 
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be just fine with us. We have participated in the hearings that you 
have had on this topic late last year, and I think we are working 
fairly closely with your committee now on ideas for going forward 
on finding a better payment system for correcting the imbalances 
in the AWP system. 

Mr. Gordon. And do you have a way to assess that impact on 
the budget? 

Mr. McClellan. We would, in conjunction with any kind of pro- 
posal, any kind of specific proposal, do a cost analysis, certainly. 

Mr. Gordon. What action can CMS take to reduce the cost to the 
system when there is a financial incentive that is provided to the 
hospitals and physicians by drugs with higher AWPs and currently 
covered by 

Mr. McClellan. I think the goal is to get rid of the disturbing 
financial incentive of — that is created by basically the overpay- 
ment. If the hospital gets reimbursed at a much higher price than 
they are getting the drug for, and that they need to cover the cost 
of administering the drug as well, if there is a big margin there, 
then, sure, that is going to provide an incentive for hospitals, and 
doctors for that matter, to use those kinds of drugs in cases where 
they may not be the most appropriate or effective treatment, and 
it is exactly that problem that we would like to address, working 
with you, but, if necessary, we would address late this year or 
sometime soon, administratively. 

Mr. Gordon. Thank you. Dr. McClellan. Thank you, Mr. Chair- 
man and Ranking Member Brown. 

Mr. Bilirakis. You are welcome, sir. I think that finally we can 
excuse Dr. McClellan. 

Mr. McClellan. Thank you, it has been a pleasure. 

Mr. Bilirakis. Thank you. Thank you so much for being here 
and for working on this issue, and it is a very important one to all 
of us not only politically, but practically out there, and we look for- 
ward to continuing to work with you. Thank you very much. 

The next panel consists of Dr. Brian Tyler, Senior Vice President 
for Business Development and Strategy with McKesson Corpora- 
tion; Mr. Michael Hillerby, Deputy Chief of Staff for Nevada Gov- 
ernor Kenny Guinn; Mr. Craig Fuller, President and CEO, Na- 
tional Association of Chain Drug Stores; Dr. Patricia Neuman, Vice 
President, Kaiser Family Foundation, Director of Kaiser’s Medicare 
Policy Project; Dr. Beatrice Braun, Board of Directors, American 
Association of Retired Persons, and Dr. Jeanne Lambrew, Associate 
Professor, George Washington University. 

Welcome. Thank you so much for your patience and for your un- 
derstanding. Some of you have done this before, many like Dr. 
Braun many times, so you understand what it is like just sitting 
there waiting and waiting and waiting. We have been fortunate we 
haven’t had any votes called, probably be another hour or so before 
we have any called, so hopefully we can continue on pretty well. 
I am advised by staff that I should start with Dr. Lambrew, so we 
will set the clock at 5 minutes and hopefully you all can sort of con- 
vey your message to us within that period of time, and continue on 
when we inquire with our questions. Dr. Lambrew, please proceed. 
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STATEMENTS OF J EANNE M. LAMBREW, ASSOCIATE PRO- 
FESSOR, GEORGE WASHINGTON UNIVERSITY; BEATRICE 
BRAUN, BOARD OF DIRECTORS, AMERICAN ASSOCIATION OF 
RETIRED PERSONS; PATRICIA NEUMAN, VICE PRESIDENT, 
KAISER FAMILY FOUNDATION, DIRECTOR OF KAISER'S 
MEDICARE POLICY PROJECT; MICHAEL D. HILLERBY, DEP- 
UTY CHIEF OF STAFF FOR NEVADA GOVERNOR KENNY 
GUINN; CRAIG FULLER, PRESIDENT AND CEO, NATIONAL AS- 
SOCIATION OF CHAIN DRUG STORES; AND BRIAN TYLER, 
SENIOR VICE PRESIDENT FOR BUSINESS DEVELOPMENT 
AND STRATEGY, MCKESSON CORPORATION 

Ms. Lambrew. Thank you, Chairman. Thank you, Congressman 
Brown and distinguished subcommittee members. I am an Asso- 
ciate Professor at the George Washington University, who worked 
for the previous administration, and I would like to address this 
issue of the President’s Proposal for low-income drug benefits. 

There is no question that low-income Medicare beneficiaries need 
extra assistance in affording prescription drugs. As previous wit- 
nesses have described, low-income beneficiaries, like other bene- 
ficiaries, face high prescription drug costs, but have far fewer re- 
sources to pay for needed medications. 

Recognizing this, all major legislative proposals to add a pre- 
scription drug benefit to Medicare have, to different degrees, pro- 
vided extra assistance to make Medicare drug coverage affordable 
for low-income beneficiaries. The question is whether Congress 
should create a new low-income prescription drug benefit to provide 
relief before the implementation of a Medicare drug benefit. 

As Dr. McClellan testified, the President’s proposal will allow 
States to receive Federal matching payments up to 90 percent for 
extending prescription drug coverage to Medicare beneficiaries 
whose income is below 150 percent of poverty. This proposal costs 
$77 billion over 10 years according to the administration, $57 bil- 
lion over 10 years according to the Congressional Budget Office. 

Some low-income seniors in some States would likely benefit 
from a State-based low-income prescription drug policy prior to the 
implementation of a Medicare benefit. However, I would like to 
make four points about this proposal. 

First, all States will not opt to extend prescription drug coverage 
to additional seniors. States are strong and essential partners in 
providing health care to vulnerable populations. The success of the 
Children’s Health Insurance Program proves that States can come 
to the plate when there is bipartisan and Federal and State agree- 
ment on the goal. However, there is no such agreement when it 
comes to Medicare beneficiaries. 

States argue that the Federal Government should bear the cost 
and responsibility for seniors health care, including a prescription 
drug benefit. Medicaid already pays for one-fifth of the Nation’s 
prescription drug spending, and while there are many non-Med- 
icaid programs aimed at filling benefit gaps. States have only in- 
vested $1.7 billion in these programs, less than 2 percent of all 
drug spending for Medicare beneficiaries in 2002. 

The increased Federal contribution may not be enough to offset 
concerns about the rising cost in strained State budgets. Moreover, 
States may not want to make investments in temporary programs. 
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Under all proposals, Medicare will assume responsibility for pre- 
scription drugs when its benefit finally takes place. Reflecting these 
issues, the Congressional Budget Office assumed that States with 
35 percent of eligible low-income Medicare beneficiaries would not 
participate in the President’s plan. 

My second point is that State-based low-income programs may 
miss many eligible seniors. Nearly one in four Medicare bene- 
ficiaries is eligible for some type of Medicaid assistance, yet only 
about 45 to 55 percent of eligible beneficiaries are estimated to en- 
roll in such programs. Some of this may be explained by lower pri- 
ority given to States to the elderly versus other populations like 
children. There also may be lack of information, misperceptions 
about eligibility, and a reluctance to ask for help. 

My third point is that leaving benefit standards out of this pro- 
posal could cause access problems, yet putting benefit standards 
into this proposal could also cause delays in enactment. The Presi- 
dent’s plan appears to give States full discretion to define the low- 
income drug benefit. That means that they could charge 
deductibles as high as $500, cap benefits, and limit the types of 
drugs that are covered. 

Congress could, and probably would, limit these potential health 
and financial consequences, yet, in so doing, it may take time. The 
experience in CHIP suggests that developing benefit standards is 
not easy, and it may be even less contentious than the process of 
developing a Medicare drug benefit itself 

My fourth point on a low-income drug benefit is that Medicare 
would probably provide low-income seniors with a better prescrip- 
tion drug benefit more quickly and more effectively than the 50 
States combined. A Medicare drug benefit would help all low-in- 
come Medicare beneficiaries in all States. If enacted this year, a 
Medicare benefit could be implemented in 2005, 2 years before the 
Congressional Budget Office assumes the States that opt for the 
President’s plan would fully implement their own programs. 

I would like to close by stressing the urgency of acting on a 
meaningful Medicare prescription drug benefit. The budget outlook, 
although weakened, is strong enough to fund more than the $190 
billion allocated by the President. This amount could only buy a 
proposal like that passed by the House 2 years ago, which has a 
$72 monthly premium, includes a benefit gap of $4700, and does 
not help over two-thirds of Medicare beneficiaries who lack pre- 
scription drug coverage today according to recent estimates by the 
Congressional Budget Office. 

CBO projects that there is a Federal budget surplus of $2.3 tril- 
lion over the next decade. A $750 billion investment, which would 
barely afford the Federal Employees Health Benefit that was de- 
scribed earlier, would represent about one-third of that projected 
surplus and, in fact, is less than the amount in the President’s 
budget for Medicare and tax cuts combined. 

I would quickly like to make three observations, if I may, about 
the analysis that Dr. McClellan presented today. The first is, to the 
best of my knowledge, no Member of Congress has proposed to di- 
vert payroll revenue dedicated to covering Part A services for a pre- 
scription drug benefit. All new general revenue and premium con- 
tributions, to different degrees, to fund a prescription drug benefit. 
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Second, Dr. McClellan claimed the $750 billion investment will 
cost $1.2 trillion in the next decade and that we can’t afford that. 
Yet, as Representative Eshoo noted, the administration is advo- 
cating for extending a tax cut that would reduce the General Rev- 
enue base by $4 trillion by in the next decade. This is not a debate 
about resources, it is a debate about priorities. 

And, third, less than 10 years ago, the same CMS Actuaries pro- 
jected that the Medicare Trust Fund would be insolvent today, in 
2002. Congress acted, projections changed, and now the Trust Fund 
is projected to be solvent for the next 28 years. Thus, we should 
take projections of what the individual tax burden of a drug benefit 
in 2030 would be with a grain of salt. 

I would like to close by saying that developing a bipartisan Medi- 
care prescription drug benefit is a major undertaking that I would 
argue should be put ahead of all other Medicare reforms, as well 
as legislative efforts to provide Stopgap or interim prescription 
drug coverage. Each year a greater number of Medicare bene- 
ficiaries lose their prescription drug coverage. The time is right to 
make the necessary investment and enact a single Medicare reform 
that has eluded so many Congresses, the addition of a meaningful 
drug benefit to Medicare. 

[The prepared statement of Jeanne M. Lambrew follows:] 

Prepared Statement of Jeanne M. Lambrew, Associate Professor, George 
Washington University ' 

Chairman Bilirakis, Congressman Brown, and distinguished Subcommittee Mem- 
bers, thank you for the opportunity to offer my views on a prescription drug benefit 
for Medicare beneficiaries. I am an Associate Professor at the George Washington 
University. I worked for the previous Administration as the Principal Associate Di- 
rector for Health, Personnel and Veterans at the Office of Management and Budget 
and at the White House National Economic Council. My past policy experience and 
current research include the study of how to best provide a prescription drug benefit 
to Medicare beneficiaries. 


SUMMARY 

In this testimony, I would like to make two points. First, the quickest and most 
effective way to provide prescription drug coverage for the nation’s low-income sen- 
iors — as well as middle-class beneficiaries who also need such coverage — is to enact 
a Medicare prescription drug benefit. Evidence and analysis suggest that a new low- 
income prescription drug program neither provides immediate relief to all eligible 
low-income seniors nor prepares states for their role in supplementing a Medicare 
prescription drug benefit. These seniors would receive better, more accessible and, 
in some states, more immediate prescription drug coverage through Medicare. 

Second, if adding a prescription drug benefit to Medicare is inevitable, now is the 
time to do it. A Medicare prescription drug benefit enacted this year would provide 
all beneficiaries, including low-income seniors, with prescription drug coverage by 
2005. The budget outlook, while weaker than in recent years, remains sufficiently 
strong to finance a meaningful Medicare prescription drug benefit, defined as one 
that ensures continuous insurance coverage, extra protection for financially vulner- 
able beneficiaries, and an affordable monthly premium. With a $2.3 trillion surplus 
over the next 10 years, there is no budgetary reason to provide a drug benefit only 
to low-income beneficiaries or to skimp on a drug benefit for all beneficiaries. More- 
over, it is probably more affordable to implement and improve a prescription drug 
benefit in this decade before Medicare is confronted with the challenges of the re- 
tirement of the baby boom generation. Finally, while other Medicare reforms are 
needed, none are as compelling or as difficult as adding a prescription drug benefit 
to Medicare. I urge this Committee and this Congress to make enacting a Medicare 
prescription drug benefit its first priority and its lasting legacy. 


' The views expressed in this paper do not represent those of George Washington University 
or the Department of Health Services Management and Policy. 
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HELPING LOW-INCOME BENEFICIARIES ACCESS PRESCRIPTION DRUGS 

There is no question that low-income Medicare beneficiaries need extra assistance 
in affording prescription drugs. About 40 percent of Medicare beneficiaries with in- 
come below $20,000 lack coverage for prescription drugs.' The average Medicare 
beneficiary is projected to spend $2,440 for prescription drugs in 2003 even a frac- 
tion of this amount would consume a large proportion of a low-income beneficiary’s 
income. All legislative proposals to add a prescription drug benefit to Medicare have, 
to different degrees, provided extra assistance to make Medicare drug coverage af- 
fordable for low-income beneficiaries. 

As such, the question is not whether to help low-income beneficiaries, it is wheth- 
er Congress should create a new low-income prescription drug program to provide 
relief before the implementation of a Medicare drug benefit. The President has pro- 
posed to do this. His budget includes a proposal that allows states to: 

• Extend prescription drug coverage (as a stand-alone benefit) to Medicare bene- 

ficiaries with income up to 100 percent of poverty, with the Federal government 
matching state costs at the regular Medicaid matching rate (which averages a 
67 percent Federal contribution); and 

• Extend prescription drug coverage to beneficiaries with income from 100 to 150 

percent of poverty, with a 90 percent Federal matching rate.^ 

Since this new benefit does not appear to be part of Medicaid, states could provide 
a less generous prescription drug benefit than Medicaid’s (e.g., limit the amount of 
assistance) or cap enrollment. This Federal funding could also be used by states to 
refinance existing state pharmacy assistance program spending."* The President’s 
budget estimates that this proposal costs $77 billion over 10 years, 40 percent of 
its $190 billion allocation for Medicare and prescription drugs. The Congressional 
Budget Office (CBO) estimates that the same proposal costs $57 billion over 10 
years.^ 

While some low-income seniors in some states would likely benefit from a state- 
based low-income drug policy prior to implementation of a Medicare benefit, evi- 
dence and arguments suggest that: 

• Not all states will participate, since many want neither the responsibility nor the 

costs of a prescription drug benefit for seniors (CBO assumes that states with 
35 percent of eligible low-income beneficiaries would not participate in the 
President’s proposal); 

• Not all eligible individuals in participating states will enroll (CBO assumes that 

40 percent of eligible low-income beneficiaries would not participate the Presi- 
dent’s proposal); 

• Lack of benefit standards could result in access problems and defining benefit 

standards would likely cause delays in enacting and implementing legislation, 
given experience with the State Children’s Health Insurance Program (CHIP); 
and 

• Medicare could implement a prescription drug benefit faster than could 50 states, 

and would be more effective at assisting all low-income beneficiaries (CBO as- 
sumes that a Medicare benefit with low-income protections would provide 100% 
of Medicare beneficiaries with drug coverage by 2005 ® while a state-based low 
income benefit would provide 18% of low-income beneficiaries and 6% of all 
beneficiaries with drug coverage by 2007). 

• These points are described in greater detail below. 

Low-income seniors in some states will not be eligible. States are strong 
and essential partners in providing needed health care to those low-income and dis- 
advantaged populations who have no other health insurance options. Today, Med- 
icaid covers as many people today as does Medicare; 30 percent of Medicaid bene- 
ficiaries are eligible at states’ discretion.'' Recent experience with CHIP proves that 
policies to give states additional funding and flexibility — when there is bipartisan 
and Federal-state agreement on the goal — can successfully expand coverage and re- 
duce the number of uninsured. In 2001, nearly 5 million children were helped by 
CHIP* and the number of uninsured children in the United States fell in 1999 and 
2000.9 

However, recent arguments and evidence suggest that, even with the increased 
funding and flexibility, some states will not voluntarily extend prescription drug 
coverage to Medicare beneficiaries. Most governors and the National Governors’ As- 
sociation (NGA) have argued for years that the Federal government, not states, 
should bear responsibility for Medicare beneficiaries.'" States have expressed strong 
concerns about the sustainability of financing services not covered by Medicare and 
its premiums and cost sharing for low-income beneficiaries. These concerns extend 
to prescription drugs. Prescription drug costs are named by 48 states as a major fac- 
tor in Medicaid cost growth." In 2002, Medicaid will pay an estimated $28 billion 
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for prescription drugs — nearly 20 percent of the nation’s total prescription drug 
spending.'^ This helps explain the official position of the NGA: “If Congress decides 
to expand prescription drug coverage to seniors, it should not shift that responsi- 
bility or its costs to the states and territories.” 

Reflecting these concerns, states’ efforts to extend prescription drug coverage, to 
date, have been limited. Only 15 states and the District of Columbia have elected 
to extend Medicaid coverage, including prescription drugs, to all poor seniors and 
people with disabilities.'”* Ten of these states plus 14 others have implemented non- 
Medicaid state pharmacy assistance programs that provide partial or full coverage 
for certain low-income Medicare beneficiaries. An additional 5 states offer discounts 
(rather than coverage) for prescription drugs for certain low-income elderly.*^ While 
the majority of states are involved in such activities, their combined impact is rel- 
atively small. Self-reported data suggest that states spend about $1.7 billion on non- 
Medicaid prescription drug coverage *®, less than 2 percent of CBO’s 2002 baseline 
for Medicare beneficiaries’ prescription drug spending. 

States’ reaction to the President’s proposal to provide incentives to extend drug 
coverage to Medicare beneficiaries is likely to be mixed. States with existing pro- 
grams would probably participate in the President’s proposal, since they could re- 
ceive Federal matching payments for their existing programs. However, states with 
no or limited programs must balance the increased Federal contribution with the 
risk of rising drug costs, unmet need, and limited state budgets. This calculation 
is complicated by the temporary nature of a low-income drug program: it would stop 
providing primary prescription drug coverage when a Medicare benefit is imple- 
mented. All proposals would shift primary coverage for prescription drugs to Medi- 
care, leaving states with the much-simpler job of providing additional assistance 
with premiums and cost sharing, as they do today for Medicare’s current benefits. 
As such, even those states that are willing to take on an extension of prescription 
drug coverage may find that the start-up costs for a temporary program outweigh 
the benefits of this time-limited assistance. One of CHIP’S lessons is that consider- 
able time and investment are required to set up a new health insurance program, 
especially if it is not a simple extension of Medicaid. 

Probably reflecting some of these issues, CBO did not assume that all states 
would participate in the President’s low-income prescription drug proposal.*'* States 
where 65 percent of eligible low-income beneficiaries live are assumed to participate. 
In other words, an estimated one in three low-income Medicare beneficiaries would 
not be eligible for assistance under the proposal. 

Low-income programs often miss many eligible seniors. A problem that has 
plagued Medicaid and other state-based programs for Medicare beneficiaries is low 
participation. Since the early 1990s, Medicaid has been authorized to pay Medicare’s 
premiums and most cost sharing for poor beneficiaries.^ Nearly one in four Medicare 
beneficiaries is eligible for some type of Medicaid assistance, yet only about 45 to 
55 percent of eligible beneficiaries are estimated to enroll in such programs.** Some 
of this may be explained by the lower priority that states give to this population 
versus others, like children. For example, one study found that only 24 states used 
a simplified application, 12 states had outreach materials about eligibility in other 
languages, and about one-third of states made eligibility screening tools available 
to outside agencies (e.g., clinics, senior centers rather than welfare offices) *® — all 
strategies used my most states in CHIP. Lack of information, misperceptions about 
eligibility, and reluctance to ask for help appear to be equally important barriers 
to enrollment. A focus-group study found that being “in the right place at the right 
time” had a greater impact on enrollment than official outreach efforts.^** Some state 
prescription drug programs have experienced similar problems. Several of the major 
state programs (e.g., Massachusetts and New York) found that they had to change 
and increase their outreach efforts due to low enrollment and that, even with 
changes, enrollment has been lower than expected.^* 

CBO assumed that, within states that extend coverage through the President’s 
proposal, 60 percent of eligible low-income beneficiaries would participate when 


2 The Qualified Medicare Beneficiary (QMB) program pays for Medicare’s premiums, 
deductibles and coinsurance for all beneficiaries whose income is below 100 percent of the Fed- 
eral poverty level and whose resources are at or below twice the SSI limits. The Specified Low- 
Income Medicare Beneficiary (SLMB) program pays for the Medicare Part B premium (not the 
Part A premium) for beneficiaries with income between 100 and 120 percent of poverty. The 
Qualified Individual-1 (QI-1) program provides states an option — with 100 percent Federal fund- 
ing through a capped grant that expires in FY 2002 — to pay for the Part B premium for bene- 
ficiaries with income between 120 and 135 percent of poverty. And the Qualified Beneficiary- 
2 (QI-2) program uses the same structure as QI-1 to subsidize the part of the Medicare Part 
B premium attributable to the increase in that premium do to shift of the home health benefit 
to Medicare Part B. 
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state programs are fully implemented, in 2007. This participation rate drops to 39 
percent when compared to the low-income beneficiaries who would be eligible if 
their states participated; 18 percent when compared to all low-income beneficiaries 
(including those covered by Medicaid); and 6 percent when compared to all Medicare 
beneficiaries regardless of income. 

Lack of a standard prescription drug benefit could cause access and 
other problems. Even the minority of low-income beneficiaries that would be 
helped by this proposal may find that this help is limited. It appears that states 
have full discretion under the President’s proposal to determine the nature of the 
drug coverage offered to low-income beneficiaries. Under Medicaid rules, states may 
limit the number of prescriptions filled per month, but cannot charge significant cost 
sharing, place dollar limits on the amount of coverage, use restrictive formularies, 
or limit enrollment through caps. Such practices are common in state pharmacy as- 
sistance programs: several states require a $500 deductible for some or all partici- 
pants (e.g., AZ, NY, PA, SC); some states cap the annual amount of assistance a 
beneficiary may receive (e.g., IN, MO, WI, NC, OR); and a smaller number of states 
limit the type of drugs that are covered (e.g., KS covers only maintenance drugs). 
Thus, what low-income Medicare beneficiaries would get under a state-based pro- 
gram would depend on there they live. 

Research suggests that practices like high cost sharing or enrollment caps could 
defeat the goal of improving access to prescription drugs for low-income seniors. A 
recent study found that one-third of non-elderly Medicaid beneficiaries in states 
with aggressive cost-control methods (e.g., restricting the number of covered pre- 
scriptions, imposing cost sharing) could not get a prescription drug due to cost.^^ Ex- 
perience with CHIP shows that enrollment caps could make the already-difficult 
challenge of encouraging low-income seniors to enroll even more daunting. When 
North Carolina capped its enrollment of children at 72,000, actual enrollment fell 
by over 20,000 children, in part due to a loss of trust in the program. A local official 
stated, “We think we’re going to have to put more energy in because this program 
hasn’t delivered. It was shut down for nine months; now we have to build people’s 
support and confidence that this is a real program that’s going to be continuing.” 

Congress could and probably would limit the potential health and financial con- 
sequences of unrestricted benefit flexibility through standards — especially since the 
proposed Federal investment exceeds that of CHIP. Yet, the process of developing 
those standards would take time and is not without controversy. It took months for 
the House, Senate and White House to come to agreement over the minimum ben- 
efit standards for children in CHIP and, in fact, these standards were among the 
last issues resolved in the entire Balanced Budget Act of 1997. It is not safe to as- 
sume that achieving a bipartisan consensus on standards for a new low-income pre- 
scription drug program will be easier than it was in CHIP — or less contentious than 
the process of developing a Medicare prescription drug benefit itself. 

Medicare would be more effective at quickly providing a meaningful drug 
benefit to all low-income beneficiaries. If Confess is seeking the most effective 
way to provide prescription drug coverage to low-income Medicare beneficiaries, it 
should look to Medicare. Experts agree that all Medicare beneficiaries, including 
those with low income, would be eligible for and receive prescription drug coverage 
under proposals that include adequate Federal assistance. ^ All major proposals 
charge no prescription drug premium for beneficiaries with income below 150 per- 
cent of poverty, and most proposals subsidize cost sharing for those with income 
below 135 percent of poverty."* As such. Congress has already come close to con- 
sensus on providing a meaningful prescription drug benefit for low-income bene- 
ficiaries. This benefit may be accessible more quickly for many (if not most) low- 
income seniors through Medicare than through a state-based low-income program. 
If enacted this year, a Medicare benefit could be implemented in 2005, two years 
before CBO assumes that states that opt for the President’s plan would fully imple- 
ment their programs (see Exhibit 1). While 2005 may seem too long to wait, consider 
that if Congress had passed a drug benefit in 1999, when the current debate over 


3 CBO estimated that proposals by President Clinton and Senator Robb would ensure that 100 
percent of Medicare beneficiaries have prescription drug coverage; proposals by Senators Breaux 
and Frist and HR 4680 would exclude 8 to 18 percent of Medicare beneficiaries, respectively 
(CBO, April 8, 2002). 

4 Note that proposals by Senators Breaux and Frist and HR 4680 include benefit “gaps”, 
meaning that the insurance benefit is capped at an annual dollar limit after which beneficiaries 
pay 100 percent of drug costs until their total out-of-pocket spending exceeds a stop-loss. Neither 
proposal subsidizes low-income beneficiaries for prescription drug spending in this gap (which 
would total $4,700 in 2005) (CBO, April 8, 2002). 
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a prescription drug benefit began, Medicare would be providing prescription drug 
coverage today. 

IMPORTANCE OF ENACTING A PRESCRIPTION DRUG BENEFIT THIS YEAR 

Providing relief to low-income beneficiaries is one of several reasons why Congress 
should pass a Medicare prescription drug benefit this year. While weakened, the 
budget outlook is strong enough to pass a meaningful prescription drug benefit. In 
March, CBO projected a Federal budget surplus totaling $2.3 trillion over the next 
decade.25 Medicare was created during a time of budget deficits, and all subsequent 
health reforms have been enacted during periods with far fewer Federal resources. 
An $750 billion investment, which could buy a decent prescription drug benefit with 
an affordable premium, would represent about one-third percent of the projected 
surplus and would equal the amount in the President’s budget for Medicare and tax 
cuts combined.^ Thus, different policy priorities are what drive discussions of ration- 
ing or scaling back on a meaningful prescription drug benefit, not real budget con- 
straints. 

Not only can this nation afford a prescription drug benefit; we may not be able 
to afford to wait. In the next decade, not only will Medicare enrollment surge as 
the baby boom begins to retire, but the first round of genetically engineered drugs 
may begin entering the market.^® It seems inevitable that Medicare will cover these 
prescription drugs for this population, but waiting to implement a new benefit until 
that point is probably more expensive than implementing it now. This is because 
operating a Medicare drug benefit in the next several years without the cost pres- 
sures of the baby boomers would allow for learning from early mistakes and making 
mid-course corrections. These same mistakes committed in the next decade would 
probably be many times more expensive. 

Finally, Medicare faces no equally compelling problem in 2002. Its cost growth is 
under control and its Hospital Insurance Trust Fund is solvent through 2030. Medi- 
care’s provider payment rates may need adjustments, per the recommendations of 
the Medicare Payment Assessment Commission 2’, but these adjustments are minor 
relative to the cost and need for a drug benefit. Supplemental coverage, through pri- 
vate sources and Medicare managed care, is deteriorating, but the fact remains that 
3 times as many beneficiaries lack prescription drug coverage as lack supplemental 
coverage (37.7 versus 12.5 percent in 1999).^® In contrast, developing a bipartisan 
Medicare prescription drug benefit is a major undertaking that I would argue 
should be put ahead of all other Medicare reforms as well as legislative efforts to 
provide stop-gap and interim prescription drug coverage. Each year, a greater num- 
ber of Medicare beneficiaries lose their prescription drug coverage, causing problems 
in accessing needed drugs.^® Prescription drug costs are crippling not only for low- 
income beneficiaries but also for the millions of middle-income beneficiaries whose 
limited savings are being eroded by the costs of needed medications. The time is 
right to make the necessary investment and enact the single Medicare reform that 
has eluded so many Congresses: the addition of a meaningful prescription drug ben- 
efit to Medicare. 
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Mr. Bilirakis. Thank you, Doctor. Before we continue, Dr. 
Braun, Dr. Neuman, let me ask you, have you had the testimony 
of Mr. Fuller, Mr. Hillerby, Dr. Tyler available to you? Are you fa- 
miliar with their testimony? Are you familiar with, let us say, the 
Nevada Plan that Mr. Hillerby is going to talk about? 

Ms. Braun. Not in detail, but in general. 

Mr. Bilirakis. Dr. Neuman, you are? 

Ms. Neuman. Yes. 

Mr. Bilirakis. The discount card concept that Dr. Tyler and Mr. 
Fuller are going to talk about, you are familiar with those? 

Ms. Neuman. Yes. 

Mr. Bilirakis. Well, all right. I was just wondering if maybe we 
should hear from them first so that you might comment. No. All 
right. Dr. Braun, go ahead. 

STATEMENT OF BEATRICE BRAUN 

Ms. Braun. Mr. Chairman and distinguished committee mem- 
bers, thank you for inviting AARP to again address the need for 
a Medicare prescription drug benefit. Comprehensive prescription 
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drug coverage in Medicare this year is an urgent priority for our 
35 million members and for virtually all Americans. 

Our older members now find their drug coverage options increas- 
ingly limited, expensive, unstable, or unavailable. Our members 
and their families need and expect a meaningful Medicare benefit 
that is affordable and available to all beneficiaries. 

It is important to note that this is a problem for nearly all older 
Americans, and not just those with low income. Further, while 
AARP strongly supports additional financial assistance in Medicare 
for low-income individuals, low-income assistance is not a sub- 
stitute for a prescription drug benefit in Medicare. It will not solve 
the problem for millions of beneficiaries who are unable to afford 
their medications. In addition, because AARP opposes means test- 
ing within Medicare, we could not support a low-income-only ben- 
efit unless it were outside of Medicare. 

The challenge in crafting a voluntary Medicare drug benefit is 
considerable. To succeed, it must attract enough enrollees to make 
it a viable program. We realize this will require a sizable commit- 
ment of Federal dollars. We also recognize that budget constraints 
are greater this year than last year. But a program funded inad- 
equately, which means meager benefits and high premiums, is 
going to fail because it won’t pass the “kitchen table” test and not 
enough beneficiaries will enroll, and you will have an insurance 
death spiral. 

That is why AARP recommended a flexible budget approach. In 
addition to the money the House earmarked in its budget resolu- 
tion, we also proposed a reserve fund to give the Congress the flexi- 
bility to allow sound policy to guide the benefit design rather than 
an arbitrary budget ceiling. 

At this point, we don’t know what workable affordable benefit 
will ultimately cost, but we do know that proposals offered last 
year were not sufficient to attract enough beneficiaries to enroll. 
Based on our research, only a small fraction of beneficiaries would 
find the kind of benefit package proposed worth the relatively high 
premiums. 

There were also two more components to our prescription drug 
recommendation. The first is that we would oppose funding for a 
give-back package before agreement is reached on a Medicare pre- 
scription drug benefit. While we have always said that providers 
should be paid fairly, it is inappropriate to use Medicare or Social 
Security surplus dollars to increase provider payments, without 
first ensuring that older Americans get the drug coverage they 
need. Every dollar for a give-backs package means one less avail- 
able dollar for a Medicare drug benefit. 

The second additional component is that we believe cost-contain- 
ment measures are necessary to help keep a Medicare drug benefit 
fiscally sustainable over time. We also recognize the serious quality 
problems in the over-use, under-use, and mis-use of drugs. I would 
just say that we just lost an AARP Board of Directors member, and 
it looks as if it was a medication error. 

We believe there is a role for both the Government and con- 
sumers to play here, and AARP is taking several initiatives to ad- 
dress these problems. This month, AARP is launching a National 
Public Education Program designed to improve the wise and safe 
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use of medications. Part of this campaign will focus on the savings 
to consumers from greater use of generic drugs. We also intend to 
become involved in litigation against drug companies that have de- 
layed the entry of lower-priced generics into the market. 

We pledge to provide assistance in evep^ way we can, and to 
work with members on both sides of the aisle to promote a mean- 
ingful Medicare drug benefit for all beneficiaries. The needs of 
older and disabled Americans who lack adequate drug coverage can 
no longer go unheeded. Older Americans have waited a generation 
for a drug benefit. We call on Congress to act now. Thank you, and 
I would be happy to take any questions you have. 

[The prepared statement of Beatrice Braun follows:] 

Prepared Statement of Beatrice Braun, AARP Board Member 

Mr. Chairman and members of the Committee, I am Bea Braun, a member of 
AARP’s Board of Directors. On behalf of our organization and its 35 million mem- 
bers, I want to thank you for convening this hearing and for continuing your efforts 
to consider approaches for adding a much needed prescription drug benefit to the 
Medicare program. 

As AARP looks toward building retirement security for today’s older Americans 
and the baby boom population, we believe no person is economically secure without 
adequate medical insurance. The structure of retirement security is no longer sim- 
ply the “three-legged stool” of Social Security, private pensions, and personal sav- 
ings, but rather four pillars consisting of: Social Security, pensions and savings, 
earnings, and, importantly, stable, affordable and adequate health insurance. 

Consequently, now more than ever, Americans of all ages are looking to Medi- 
care’s guarantee of affordable health care coverage as part of the foundation of their 
retirement planning. But there is a serious gap in Medicare’s protection — the ab- 
sence of reliable prescription drug coverage. 

While modern medicine increasingly relies on drug therapies, the benefits of these 
prescription drugs elude more Medicare beneficiaries every day. Drug costs continue 
to rise unabated. Employer-based retiree health coverage is eroding. Managed care 
plans in Medicare have scaled back their drug benefits. The cost of private coverage 
is increasingly unaffordable. State programs provide only a limited safety net. 
Therefore, the need for a Medicare drug benefit for all beneficiaries will only con- 
tinue to grow. 

Given the prominence of drug therapies in the practice of medicine, if Medicare 
were being designed today — rather than in 1965 — not including a prescription drug 
benefit would be as absurd as not covering doctor visits or hospital stays. That is 
one of the reasons why ensuring that prescription drug coverage is included in 
Medicare’s defined benefit package is AARP’s number one legislative priority this 
year. Our members and their families need and expect a meaningful benefit that 
is affordable and available to all beneficiaries. They expect us to be their champion 
on this issue, and we will be. 

We are pleased to be here today to discuss the need for a Medicare prescription 
drug benefit, some of our recommendations for moving forward, and some initial 
findings of the public’s reaction to prescription drug proposals as well as comment 
on the President’s prescription drug proposal. 

THE NEED FOR A MEDICARE PRESCRIPTION DRUG BENEFIT 

Increasing need, high drug prices, and inadequate insurance coverage pose serious 
problems for today’s Medicare beneficiaries. A chronic health problem necessitating 
new and expensive prescription drugs can quickly deplete a retiree’s financial re- 
sources. Even a beneficiary who has planned well for his or her retirement may not 
be prepared for drug bills that exceed several hundred dollars a month. Further, it 
is important to note that support for making a prescription drug benefit part of 
Medicare is overwhelmingly high for all of our members. Americans of all ages rec- 
ognize the value of prescription drug coverage. In recent polling conducted for 
AARP, eight in ten Americans age 45 and over favor making prescription drug cov- 
erage part of Medicare. Support was, in fact, greatest among the younger age brack- 
ets. 

The majority of Medicare beneficiaries — not just those with low incomes — need 
drug coverage. While AARP strongly supports additional financial assistance in 
Medicare for low-income individuals, low-income assistance is not a substitute for 
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a prescription drug benefit in Medicare. It will not solve the problem for millions 
of people with Medicare who are unable to afford their medications. Further, be- 
cause AARP opposes means-testing within the Medicare program, we could not sup- 
port a low-income-only drug benefit unless it were outside of Medicare. 

Because of Medicare’s current lack of prescription drug coverage, many bene- 
ficiaries must pay for all or some of their prescription drugs out-of-pocket. Although 
about two-thirds of Medicare beneficiaries have some type of coverage for prescrip- 
tion drugs, this figure can be very misleading. The principal sources of coverage that 
offer a prescription drug benefit — employer-based retiree coverage, private supple- 
mental coverage, or Medicare HMOs — are often inadequate, limited, expensive, and 
unstable. Moreover, many Medicare beneficiaries do not have continuous prescrip- 
tion drug coverage. A Commonwealth study released earlier this year reported that 
nearly 42 percent of beneficiaries lacked drug coverage at some point in 1998. More 
recently, a new study published by Health Affairs reports that nearly 40 percent of 
Medicare beneficiaries had no drug coverage in the fall of 1999. It is also important 
to understand that those Medicare beneficiaries without coverage pay top dollar for 
their prescriptions because they do not benefit from discounts negotiated by third 
party payers. Most of those currently covered by insurance, including most workers, 
benefit from such discounted prices. 

Let me give you some illustrative examples of how middle income people have dif- 
ficulty in obtaining access to affordable and dependable drug coverage: 

• A retired couple has significantly saved for retirement and have an income of 

$40,000 a year. Both take prescription drugs for heart disease and high choles- 
terol and the wife also needs medication for breast cancer and osteoporosis. 
They do not have access to retiree health benefits through a former employer, 
there are no Medicare+Choice plans available in their area, and a Medigap plan 
offering some drug coverage would cost them $260 a month each. 

• A retired couple have an income of $30,000 a year, significantly above the thresh- 

old for Medicaid and most state and private pharmacy assistance programs. 
They have prescription drug coverage through a Medicare HMO. This year they 
learn, however, that their HMO plans to terminate its contract with Medicare, 
effective December 31. There are no other Medicare HMOs in their area, and 
while they can afford supplemental insurance and are guaranteed access to cer- 
tain Medigap plans (A,B,C, and F), none of these plans include drug coverage. 

• A 75-year old widow is enrolled in a Medicare HMO that offers drug coverage. 

She currently has prescriptions for a cholesterol-lowering medication at $97.51 
a month and an allergy medication at $46.94 a month. While initially her drug 
coverage was quite generous, this year her drug benefit is capped at $300 a 
year. As a result, she basically has no drug coverage for three-quarters of the 
year. 

As the Committee moves forward with a prescription drug proposal, it will be crit- 
ical to judge the proposal on not only whether it could improve the situation for peo- 
ple illustrated in the examples above, but also if it is both affordable and attractive 
enough to yield a broad risk pool and viable program. 

WHAT OLDER AMERICANS NEED 

Affordable Drug Coverage — Older Americans need affordable drug coverage. A 
voluntary drug benefit needs to be affordable to assure enough participation to avoid 
the dangers of risk selection. The government contribution will need to be sufficient 
to 3 deld a beneficiary premium that is affordable and a benefit design that is attrac- 
tive to the majority of beneficiaries. If the benefit is not set at an affordable level, 
only those beneficiaries who have high risk will want to purchase it. This will lead 
to a risk pool composed only of those with high drug costs, and program costs will 
escalate rapidly into what is often referred to as an “insurance death spiral.” This 
is not simply a matter of what beneficiaries would like to pay, it is an issue of how 
to assure fiscal viability of the risk pool. Medicare Part B is a model in this regard. 

The Part B benefit is voluntary on its face, but Medicare’s contribution toward 
the cost of the benefit elicits virtually universal participation. Actuarial work done 
for AARP last year by the William M. Mercer Company that we shared with the 
Committee identified the keys to success for a Medicare prescription drug benefit: 

• develop a benefit design that will encourage participation by a broad range of 

beneficiaries in order to spread risk; 

• ensure clear and concise communication to improve participation; 

• balance the breadth of coverage and beneficiary premium; 

• implement cost-containment techniques; and 

• limit the enrollment period. 
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Dependable Drug Coverage — Older Americans also need dependable drug cov- 
erage. Current prescription drug coverage options are not reliable. For example, 
beneficiaries who obtain prescription drug coverage from their former employer are 
finding that coverage to be unstable. Retiree health benefits that include prescrip- 
tion drug coverage are becoming more scarce. While an estimated 40 percent of em- 
ployers with 500 or more employees offered retiree medical coverage in 1993, only 
23 percent did so in 2001. Of those employers who offered retiree medical benefits, 
21 percent did not offer drug coverage to Medicare eligible retirees. 

In addition, beneficiaries who have drug coverage through Medicare HMOs cannot 
depend on having this coverage from year to year, as plans can change benefits on 
an annual basis or even terminate participation in Medicare. For example, this year 
many beneficiaries in Medicare+Choice plans are living through abrupt changes in 
their prescription drug coverage that they did not foresee when they enrolled. Some 
of the most visible of these changes include: 

• Increasing premiums. Over the past few years, more and more Medicare+Choice 

plans have been charging premiums for their coverage, and those premiums are 
escalating. For example, between 2001 and 2002, the percentage of Medicare 
HMO enrollees with zero premiums declined from 47 to 39 percent. This year, 
nearly one-third of Medicare HMO enrollees (32 percent) will have basic pre- 
miums over $50 compared to 14 percent in 2001. 

• Higher cost-sharing — Unlike the 1990s, all Medicare HMOs that offer prescription 

drugs are charging copays for prescription drugs and the average beneficiary 
copay has increased significantly. 

• Decreasing benefit — More plans are lowering the annual cap on the typical 

Medicare+Choice drug benefit. While in 1999 10.6 percent of Medicare HMOs 
had an annual cap of $500 or less on their drug benefit, 20.6 percent of plans 
had a $500 cap in 2000. 

• Loss of benefit — Over the last few years, several Medicare+Choice plans have 

dropped their prescription drug benefit entirely. While 88 percent of Medicare 
HMOs offered some drug coverage in 1999, that number declined to 63 percent 
in 2001. Although Medicare+Choice has provided beneficiaries with an oppor- 
tunity for drug coverage, the volatility of the Medicare+Choice market has made 
that coverage unpredictable and unstable from year to year. 

AAEP RECOMMENDATIONS 

Adequate Funding — AARP knows that to craft the kind of prescription drug cov- 
erage that beneficiaries will find affordable and reliable — and will thus voluntarily 
choose to sign up for — will require a sizable commitment of federal dollars. We also 
recognize that budget constraints are greater than last year. But while the budget 
situation changes from year to year, the situation facing millions of older and dis- 
abled persons who cannot afford the drugs they need continues to worsen, and con- 
stitutes a health care and financial emergency that cannot continue to be ignored. 

We do not, at this point, have an estimate of what an adequate drug benefit will 
cost. We know the plans costing $300 billion offered last year did not find public 
acceptance. However, we believe the new CBO estimates for drug proposals that in- 
clude beneficiary monthly premiums starting in the $50, $60, and $70 range will 
not yield an acceptable benefit. We believe Congress and this Committee should 
focus on the design of a sustainable benefit that will work for beneficiaries and re- 
main flexible as to the projected cost. 

That is why in our budget recommendation we asked Congress to renew its com- 
mitment from last year, adjust it for inflation and another year of coverage, and ear- 
mark $350 billion for prescription drugs and reforms that strengthen the program. 
However, because we believe that even this level of funding is inadequate to pay 
for what our members would consider an adequate and affordable benefit, we also 
recommended that Congress create a reserve fund of about $400 billion, or an 
amount roughly equal to the amount of the 10-year surplus in the Medicare Hos- 
pital Insurance (HI) Trust Fund. A majority of the respondents to our recent poll 
favored borrowing from the Medicare surplus to pay for a prescription drug benefit. 
The range created by the $350 billion commitment based on last year, plus the 
roughly $400 billion reserve fund, will give the Congress the flexibility it needs to 
craft a prescription drug benefit that beneficiaries will perceive as having real value. 

Priority for drugs — In addition to our prescription drug recommendation, we 
also have said that it would be inappropriate to use Medicare or Social Security sur- 
plus dollars to increase provider payments without first ensuring that older Ameri- 
cans get the prescription drug coverage they need. Our members would not under- 
stand why Congress could find money to help providers but not to meet their in- 
creasing prescription drug needs. Further, every dollar for a “givebacks” package 
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means one less available dollar for a Medicare prescription drug benefit. And any 
giveback package that increases Medicare Part B spending will increase beneficiary 
premiums because monthly premiums represent 26 percent of Part B costs. We, 
therefore, would strongly oppose funding for a givebacks package before agreement 
is reached on a Medicare prescription drug benefit. 

Cost Containment — We recognize that strong and effective cost containment 
measures are a necessary part of a Medicare prescription drug benefit. In order for 
a drug benefit to be sustainable over the long run, mechanisms must be in place 
to control the rising costs of prescription drugs. AARP actively supports solid cost 
containment methods as long as patient safety and well-being is not compromised 
and access to needed prescription drugs is not impeded. Therefore, we support the 
use of formularies, such as a 3-tiered approach, as long as they are developed in 
a responsible manner and include an exceptions process. 

We also support the responsible promotion of generic drugs as one effective cost 
containment tool in a Medicare benefit. In fact, because we believe both the govern- 
ment and the consumer have an important role to play in helping to control costs, 
AARP is rolling out a national public education campaign, beginning this month, to 
educate our members and the public at large about the wise use of medications — 
including generic drugs. We will encourage our members to talk with their doctors 
and pharmacists to reduce unnecessary costs associated with use of medications. 

In addition to these cost containment methods, we also would like to work with 
the Committee in other efforts to control drug costs, including correcting the current 
AWP pricing structure and stopping abuse of current drug patent laws. AARP has 
already begun to pursue the need to correct abuse of drug patents through the 
courts. AARP intends to be involved in litigation against certain brand and generic 
companies that made agreements that delayed the entry of a generic drug into the 
market and in litigation against a brand name drug company that unfairly extended 
its patents to forestall its generic competition. 

INITIAL REACTIONS TO DRUG PROPOSALS 

We have asked our members and the general public what kind of benefit package 
would generate the kind of high level of participation necessary for a viable benefit, 
and we have learned the following thus far: 

• Beneficiaries will generally perform what we call the “kitchen table test” in deter- 

mining whether they would purchase a new voluntary drug benefit. That is, 
they will likely calculate their current prescription drug costs, their Medicare 
premium ($54 a month in 2002 and rising to $104.90 in 2012), any drug cov- 
erage they might have, and their present financial situation, to determine 
whether a proposed benefit is a real value for them. 

• Medicare beneficiaries are willing to pay their fair share for a solid prescription 

drug benefit, but the premium and coinsurance must be reasonable. We know, 
for instance, that beneficiaries would not be likely to enroll in a prescription 
drug plan with a premium of $50 a month. 

• While the amount of the beneficiary premium drives the equation, our members 

also look at the program design features in combination with one another. This 
means it is difficult to simply assess a single component of a package. For in- 
stance, some beneficiaries might look more favorably on a higher level of coin- 
surance if the premium was lower, or vice versa. In a recent poll conducted for 
AARP of 885 individuals age 45 and over, only one-third of those 65 and over 
would be likely to participate in a prescription drug plan that included: a $35 
monthly premium, 50% coinsurance, a $200 annual deductible, and a $4,000 
stop loss. Clearly, this low level of voluntary participation is not enough to cre- 
ate a broad risk pool and sustainable program. 

• Most Medicare beneficiaries are concerned about the unpredictability of health 

care costs and want to know what they will be expected to pay out-of-pocket. 
This makes real catastrophic stop-loss protection that limits out-of-pocket costs 
an important component of any package. We know from past experience that 
a $6,000 catastrophic stop-loss is viewed by beneficiaries as too high, and even 
a $4,000 cap is not viewed as providing meaningful benefit protection. For ex- 
ample, if there were a $4,000 cap included in a benefit that also imposed 50 
percent beneficiary co-insurance, a beneficiary would have to incur $8,000 (and 
a couple $16,000) in prescription drug costs before the stop-loss protection 
would kick in. With the majority of beneficiaries earning less than $25,000 a 
year, those figures are not seen as providing realistic protection. 

We realize that some on the Committee may believe that we are asking for a 
“Cadillac plan,” however, we emphasize we are bringing to you what our members 
are telling us they need and expect to join a voluntary drug benefit. We will con- 
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tinue to try to educate our members about what is realistic and seek the views of 
current and future members on specific design packages. We will be happy to work 
with the Committee as your proposals are developed to test our members’ reactions. 

As for the President’s FY 2003 budget request and proposal to modernize Medi- 
care that was released at the start of the year, AARP is pleased that the President 
continues to make Medicare prescription drug coverage a priority for his Adminis- 
tration and has indicated his willingness to work with the Congress on this issue, 
but we believe that the dollar amount proposed is insufficient to provide an afford- 
able and meaningful drug benefit for all Medicare beneficiaries. We also have raised 
several questions about how the various components of the proposal would help peo- 
ple with Medicare. 

In particular, we have raised questions about $77 billion earmarked for low-in- 
come drug coverage. The budget proposes an enhanced federal match to enable 
states to cover drug costs for Medicare beneficiaries between 100 and 150 percent 
of poverty. 

However, the Administration’s proposal does not provide details on how the pro- 
posed targeted low-income assistance would be used (e.g., in Medicaid expansions 
or state pharmacy assistance programs), how this effort would improve the current 
patchwork of drug assistance available, and how many people would actually be 
helped. Further, the Administration’s budget leaves open the question of whether 
states that could not raise their Medicaid thresholds would be eligible for the new 
enhanced federal match between 100 to 150 percent of poverty. 

The Administration’s proposal also does not prevent “dollar trading” by the states 
that already have higher thresholds. The end result for $77 billion in federal fund- 
ing could be little or no extension of prescription drug protections for more needy 
seniors than are being served now. 

The President’s budget also includes the Administration’s proposal to implement 
a Medicare drug discount card that would give beneficiaries immediate access to 
drug discounts and other pharmacy services. 

AARP is working with the Administration as it continues to refine its drug dis- 
count card proposal. There are several issues that we will try to clarify and some 
consumer protections we will try to add, including: defining what constitutes a “sub- 
stantial” discount, obtaining firm details on how manufacturer discounts will be dis- 
closed and passed on to consumers, assuring that consumers can compare drug card 
discount rates to actual retail prices, and making sure drug cards help consumers 
g:et generic drugs whenever they are medically appropriate and the least costly op- 
tion. 

However, AARP is encouraged that — unlike current industry card proposals — the 
President’s proposed discount card is designed to establish the drug card program 
as a building block for a full Medicare drug benefit. We emphasize, however, that 
neither the Administration’s discount card nor the current industry cards are a sub- 
stitute for a real drug benefit. 

We also believe that while the actual discounts would be relatively modest, the 
President’s discount card program would provide at least some help to beneficiaries 
in buying the drugs they need. It could provide important safeguards to improve the 
appropriate use of prescription drugs, and this could help avoid unnecessary health 
care costs due to drug interactions, mis-medications, or poor compliance. It also, im- 
portantly, would help the federal government learn valuable lessons about the phar- 
macy benefit managers (PBMs) that run discount card programs and are included 
as the delivery system in virtually every drug benefit proposal before Congress. As 
a result, it will help the Medicare program become more familiar with how PBMs 
and drug benefit programs work. 

Finally, we are concerned that the limited amount of funding in the Administra- 
tion budget for both drug coverage and other program changes is insufficient to add 
a meaningful drug benefit and strengthen the program for current and future bene- 
ficiaries. 

AARP supports efforts to modernize the Medicare program. Clearly, the creation 
of a prescription drug benefit that is available in all Medicare options is the most 
significant improvement, but other changes are also important and would serve 
beneficiaries and the program well. For instance, most private health insurance 
plans offer a cap on out-of-pocket expenses, yet there is no such limit in the Medi- 
care program. Creating an out-of-pocket cap for services currently covered by Medi- 
care Parts A and B would not only bring Medicare more in line with what individ- 
uals under the age of 65 currently have, but would also make the program more 
affordable for beneficiaries. 

AARP also remains open to the possibility of combining the Part A and B deduct- 
ible, provided it is structured to be affordable and does not produce beneficiary 
“sticker shock.” Since most beneficiaries meet the annual $100 Part B deductible 
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but significantly less meet the Part A hospital deductible, a combined and increased 
deductible will affect the majority of beneficiaries. We are opposed, however, to 
merging the Part A and B Trust Funds. The new solvency measure included in the 
President’ 
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• Among individuals aged 65+ who have prescription coverage, out of pocket drug 
expenses are also a factor in whether or not they will accept this plan. Almost 
four in ten (38%) of those aged 65+ with drug coverage but with current average 
monthly out of pocket expenses of $60 or more are likely to accept this plan. 
Only 23% of the 65+ population with drug coverage and monthly out of pocket 
expenses lower than $60 are likely to accept this plan. 

Methodology 

Reed Haldy McIntosh collected the data contained in this survey for AARP 
through the Market Facts Telenation omnibus survey conducted March 1 through 
March 3, 2002. All questions in the survey were asked of those aged 45 and over 
(n=886), with the exception of questions 10 and 11 which were asked of all age 
groups (18+) in the omnibus (n=2,000). The margin of error for this survey is +/- 
3.5 percentage points. 

Mr. Bilirakis. Thank you very much, Doctor. 

Dr. Neuman. 


STATEMENT OF PATRICIA NEUMAN 

Ms. Neuman. Thank you, Mr. Chairman and Mr. Brown and 
members of this committee. I am pleased to he here to discuss the 
very pressing issue of Medicare and prescription drugs. Thirty- 
eight percent of all Medicare beneficiaries lacked drug coverage in 
the Fall of 1999. Seniors living in rural areas, those 85 and older, 
are most apt to be without drug coverage. Lack of drug coverage 
affects beneficiaries at all income levels, but it is the near-poor who 
are most likely to be without it. 

Today, beneficiaries rely upon a patchwork of supplemental 
sources to help with their drug costs, but as drug costs rise current 
sources of coverage are eroding. 

There are several approaches for improving prescription drug 
coverage for Medicare beneficiaries under discussion, ranging from 
short-term incremental strategies to comprehensive proposals. A 
Medicare discount card is one of the proposals by the administra- 
tion that would be an interim strategy giving seniors access to drug 
discounts, building on the experiences of existing programs. 

Today, private discount card programs vary widely in terms of 
how they operate, the savings they offer, and ultimately their im- 
pact on consumers. In general, these programs are not considered 
insurance and are not regulated. Discount cards tend to be avail- 
able to consumers of all ages and incomes. They are often spon- 
sored by pharmacy benefit managers and retail stores, although 
cards sponsored by drug manufacturers, such as Together Rx, are 
increasingly common. 

For the consumer, cost comparisons across existing discount card 
programs can be a challenge. There is no single place where seniors 
can go to get drug prices under the many available programs. 
Often, prices are not posted on the Web. Even when cost informa- 
tion is available, the manner in which discounts are presented var- 
ies from program-to-program, making simple cost comparisons 
nearly impossible even for the same drug with the same strength 
and the same number of doses. 

Frequent fluctuations in prices further complicates comparisons, 
while making it hard for seniors to budget for their drug expenses. 
It is difficult to assess the extent to which drug cards reduce sen- 
iors’ drug costs. Savings would depend on the medication seniors 
take, their access to specific pharmacies, and their comfort using 
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mail order. In all likelihood, seniors using multiple medications 
may do best with multiple cards, if no single card offers discounts 
on their prescriptions. When seniors do use a drug card, they typi- 
cally pay less than full retail, but still far more than they would 
with drug coverage. 

Figure 9 of my testimony compares monthly drug expenses for an 
illustrative elderly woman living on a mean annual income of 
$16,000 per year. A discount drug card would clearly lower her 
monthly bills, but still would require her to pay 25 percent of her 
income on prescriptions. If she had the BlueCross/BlueShield PPO 
plan, her prescriptions would amount to 8 percent of her income. 

A Medicare endorsed card as proposed by the administration 
could lower cost, if Medicare seal of approval attracts beneficiaries, 
and helps card sponsors negotiate steeper discounts, but if dis- 
counts are not passed on to consumers or do not apply to all drugs, 
then the value to consumers would be limited. 

A program that is targeted to low-income beneficiaries is another 
option to incrementally improve coverage. The administration’s pro- 
posal would use Medicare funds to extend drug coverage under 
Medicaid or other State programs, as we have heard this morning. 
Another approach featured in many proposals would create a na- 
tional Medicare drug benefit, with additional protections for low-in- 
come beneficiaries administered and supplemented by the States. 
Targeted low-income assistance would help seniors in greatest fi- 
nancial need, and clearly be less costly than a universal Medicare 
benefit, but a low-income program would leave millions of seniors 
without drug coverage. The majority of beneficiaries without drug 
coverage today have incomes above 150 percent of poverty. 

Furthermore, if a low-income program builds on State programs, 
it would likely perpetuate existing disparities in drug coverage for 
Medicare’s poor, given already wide variation in both eligibility and 
benefits under Medicaid and State pharmacy assistance programs. 
And in the current fiscal climate, it is unclear whether States 
would be willing to expand drug coverage beyond current levels. 
Less than a third of all States today have elected to provide Med- 
icaid drug benefits to those with incomes up to the poverty level. 

Beyond incremental strategies, there appears to be broad con- 
sensus on the goal of assisting all seniors needing drug coverage, 
yet debate continues over how to finance, structure and deliver af- 
fordable drug coverage to all beneficiaries no matter where they 
live or what their incomes are. 

In sum. Medicare without medicine is anachronism. Incremental 
approaches could offer relief to some on Medicare who lack drug 
coverage, but are not a substitute for a Medicare benefit. A mean- 
ingful drug benefit will require a substantial investment of Federal 
dollars and, as we have heard today, this puts seniors and their 
prescription drug needs in direct competition with other national 
spending priorities. Thank you, and I would be happy to take your 
questions. 

[The prepared statement of Patricia Neuman follows:] 

Prepared Statement of Patricia Neuman, Vice President and Director, 
Medicare Policy Project, The Henry J. Kaiser Family Foundation 

Thank you, Mr. Chairman and Members of the Committee, for the opportunity to 
testify on efforts to improve prescription drug coverage for Medicare beneficiaries. 
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I am Patricia Neuman, a vice president of the Kaiser Family Foundation and Direc- 
tor of the Foundation’s Medicare Policy Project. I am also an associate faculty mem- 
ber in the Department of Health Policy and Management at The Johns Hopkins 
University School of Public Health. 

By many measures, Medicare has been and continues to be one of the nation’s 
most successful federal programs. Medicare has provided a vital source of health 
coverage for seniors and younger Americans with disabilities, a population that 
faced significant difficulties obtaining health insurance before Medicare was created. 
Since its enactment in 1965, Medicare has been reformed incrementally over time 
to address many of the program’s problems as they have emerged. In the current 
environment, finding affordable prescription medicines is a critical issue for many 
beneficiaries. 

My testimony today begins with a brief review of existing sources of prescription 
drug coverage and a discussion of how the lack of coverage affects beneficiaries. It 
then reviews broad approaches to improving prescription drug coverage, considers 
the key tradeoffs that each presents, and the implications for beneficiaries. 

WHO LACKS PRESCRIPTION DRUG COVERAGE? 

Thirty-eight percent of all Medicare beneficiaries living in the community were 
without drug coverage in the fall of 1999, according to recently published national 
survey data (Figure 1). Lack of drug coverage disproportionately impacts bene- 
ficiaries living in rural areas, the oldest-old (ages 85 and older), and the near-poor 
(Figure 2). 

Fully half of all beneficiaries living in rural areas (50 percent) lacked drug cov- 
erage in the fall of 1999, compared to 34 percent of those in metropolitan areas. 
Seniors in rural areas tend to be poorer and less healthy than those living in urban 
areas, but are less likely to have been in jobs that offer retiree health benefits or 
to live in areas where drug coverage is available through Medicare+Choice plans. 
Nearly half of all beneficiaries ages 85 and older (45 percent) were without coverage 
in the fall of 1999 compared to 35 percent of those ages 65 to 74, despite the need 
for multiple medications that commonly arises with advancing age. This lack of drug 
coverage comes at a time when the income and retirement savings of seniors are 
often insufficient to pay for expensive medications. 

The absence of drug coverage is a problem for beneficiaries in all income groups, 
but it is the near-poor who are the most likely to be without drug coverage. Forty- 
four percent of those with incomes between $10,000 and $20,000 lacked drug bene- 
fits in the fall of 1999, compared with about a third of those with higher incomes. 
The near-poor are less likely than higher income beneficiaries to have employer- 
sponsored coverage, but have incomes and assets that typically exceed the levels re- 
quired to qualify for Medicaid, which leaves them vulnerable to being without drug 
coverage. 


WHAT IS THE CURRENT STATE OF PRESCRIPTION DRUG COVERAGE? 

More than half of all Medicare beneficiaries have some type of supplemental cov- 
erage that helps with drug expenses. Sources of coverage include employer-spon- 
sored retiree plans, Medigap policies, Medicare+Choice plans and Medicaid. During 
the period between 1996 and 1999, there was an increase in the share of bene- 
ficiaries with drug benefits, from 56.8 to 62.3 percent (Laschober et al, 2002). This 
increase appears to have been due to the rapid rise in Medicare+Choice enrollment, 
which offset a decline in Medigap coverage. Since 1999, however, the evidence points 
to attrition in drug coverage across a variety of sources “reversing the more positive 
trend in the late 1990’s. 

Employer-Sponsored Retiree Health Benefits 

Employer-sponsored retiree health benefits, the leading source of drug coverage 
for seniors, provided relatively comprehensive drug benefits to 28 percent of the 
Medicare population in the fall of 1999. Since then, the share of firms with 200 or 
more workers that offer health benefits to Medicare-age retirees declined from 33 
percent in 1999 to 23 percent in 2001, according to a report released earlier this 
week from the Kaiser Family Foundation, the Commonwealth Fund, and Health Re- 
search and Educational Trust. Among employers who continue to offer health bene- 
fits to Medicare-age retirees, 32 percent say they increased cost-sharing for drug 
benefits in the past two years. Looking to the future, continued reductions in drug 
benefits appear to be on the horizon, with half (51 percent) of all surveyed employ- 
ers that offer retiree benefits saying they are likely to cut back on drug benefits for 
retirees in the next two years (Figure 3). 
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Medicare+Choice 

Medicare+Choice plans, once a promising source of affordable drug coverage, as- 
sisted 15 percent of beneficiaries in 1999. Since that time, however, access to drug 
coverage under Medicare HMDs has been on the decline. Since 1999, the number 
of HMO plans contracting with Medicare dropped from 309 to 178; the share of 
Medicare HMOs that offer prescription drug benefits in their basic plan fell from 
84 percent to 70 percent; while the percentage of plans imposing an annual drug 
cap of $750 or less increased from 21 percent to 39 percent (Figure 4). Recent trends 
call into question the future capacity of the Medicare+Choice program to meet the 
prescription drug needs of seniors who choose to enroll in them. 

Individually-Purchased Medigap 

Individually-purchased Medigap policies have been another source of prescription 
drug coverage for the Medicare population, although only seven percent of all bene- 
ficiaries reported having drug coverage through a Medigap policy in the fall of 1999. 
In more recent years, however, Medigap premiums have experienced double-digit in- 
creases, climbing by 16 percent, on average, between 1998 and 2000 for the seven 
Medigap plans that do not cover pharmaceuticals and by 37 percent for plans that 
offer limited drug benefits, according to Weiss Ratings, Inc. Increasingly 
unaffordable premiums are likely to make Medigap an even less affordable source 
of drug coverage in the future. 

Medicaid 

For Medicare beneficiaries with low incomes, Medicaid is a critical source of drug 
coverage primarily helping those receiving cash assistance through the Supple- 
mental Security Income (SSI) program and those living in nursing homes. Although 
states are not required to provide drug coverage under Medicaid, all include it as 
part of their Medicaid benefits package. While Medicaid remains a safety net for 
Medicare’s poor, close to half of all beneficiaries living below the poverty level do 
not have Medicaid (Figure 5). Relatively low participation in Medicaid among the 
low-income Medicare population is due to a variety of factors that vary by state, in- 
cluding strict eligibility criteria, limited knowledge about the program’s benefits for 
seniors or how to apply, and the administrative challenges of signing up and re- 
maining enrolled in the program. 

Many states are experiencing tremendous financial pressure alim3m 


WHY IS DRUG COVERAGE IMPORTANT? 
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dence of beneficiaries not taking their medications as prescribed by their doctor be- 
cause of costs, by skipping doses, splitting pills, and sharing medicines with friends 
or family members. Systematic underutilization of prescribed medications may pose 
a threat to quality of care and potentially increase costs to the system in terms of 
avoidable emergency room and hospital admissions, physician visits, and nursing 
home stays. 

Beneficiaries without drug coverage also face high out-of-pocket costs. Those with- 
out coverage spent, on average, $247 more in 1999 than did beneficiaries with drug 
coverage, according to a recent study by Bruce Stuart of the University of Maryland 
(Figure 8). Beneficiaries without drug coverage incur relatively high costs both be- 
cause they do not have an insurer to help pay for their prescriptions and because 
they often pay the full retail price when they go to the pharmacy. By contrast, those 
with drug coverage are at least partially shielded from the full effect of high and 
rising drug costs because their plan covers a portion of their drug expenses and they 
benefit from pharmacy discounts negotiated by their health plan. But even among 
those with drug coverage, there are substantial differences in the level of financial 
protections provided, reflecting the variability in benefit design across plans. Bene- 
ficiaries with Medigap, for example, spent on average, $261 more than did bene- 
ficiaries with Medicare+Choice drug coverage ($545 vs. $284). 

Drug costs are predicted to rise rapidly over the course of the next decade, which 
will likely compound fiscal concerns facing health plans and programs, potentially 
shifting costs on to beneficiaries and increasing the burden on those without cov- 
erage. 


APPROACHES FOE EXPANDING PRESCRIPTION DRUG COVERAGE 

With rising drug costs, declining benefits, and the steady influx of new, promising 
drugs, public support for a Medicare drug benefit remains strong. A variety of op- 
tions are now under consideration, ranging from short-term, incremental strategies 
in anticipation of a more universal benefit down the road, to full-blown comprehen- 
sive proposals. These approaches include a Medicare-endorsed discount card pro- 
gram modeled on the array of discount programs currently available in the private 
market; a benefit that would be targeted — at least initially — to low-income Medicare 
beneficiaries; and a voluntary Medicare drug benefit that would be available to all 
beneficiaries. 

A Medicare-Endorsed Discount Card Program 

As an interim strategy, the Administration recently proposed a Medicare-endorsed 
discount card program to give seniors access to discounts on the drugs they take, 
while giving qualified discount card sponsors the opportunity to use a Medicare em- 
blem in their marketing materials. 

According to a recent study prepared by Health Policy Alternatives, Inc. for the 
Kaiser Family Foundation, private discount card programs currently being offered 
vary widely in terms of how they operate, the savings they offer, and ultimately, 
their impact on consumers. These programs are relatively new. They are generally 
not considered insurance and are typically unregulated. Most are marketed nation- 
wide and are available to the public regardless of income or age. Typically, there 
is an enrollment fee and consumers are free to sign up for more than one program. 
Some offer additional benefits such as dental and vision discounts. 

Discount drug card programs tend to be sponsored by private entities such as 
pharmacy benefit managers and retail stores, although cards sponsored by drug 
manufacturers are becoming increasingly common. Just last week for instance, 
seven drug companies announced their plan to offer a single discount card. Together 
Rx, which would offer savings on the prescription drugs they produce to low- and 
moderate-income seniors. 

Discount drug card programs offered by entities other than the manufacturers 
themselves achieve savings off full retail prices by negotiating lower pharmacy dis- 
pensing fees, using internet and mail-order services, and obtaining volume discounts 
or rebates from drug manufacturers. Most of the consumer discounts result from 
concessions on pharmacy mark-ups and dispensing fees, rather than manufacturer 
rebates, according to the report by Health Policy Alternatives, Inc. And, among pro- 
grams that do get rebates, there is considerable variation in the degree to which 
they are passed on to consumers. 

In the current environment, it is difficult for consumers to determine if discount 
card programs will help lower costs. There is no central source of information that 
describes available discount drug card programs or publishes cost information to 
permit consumers to shop for the best price. It is up to seniors, or their families, 
to consult each discount card program individually to get prices for each of the 
drugs they take. And, even if seniors are able to obtain prices from several pro- 
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grams, the discounts are not presented in a standard manner, making direct com- 
parisons — even for the same drug — virtually impossible. Some programs show the 
actual cost of a 30-day prescription. Others present discounts as “retail minus a 
specified percentage.” Still others show the dollar amount of the discount without 
disclosing what consumers would ultimately pay. Comparisons are further com- 
plicated by frequent fluctuations in drug prices, enrollment fees, and postal fees for 
mail-order options. 

In addition to the basic challenge of comparing prices, it is difficult to assess how 
effective these cards are in lowering seniors’ drug costs. When seniors go to a phar- 
macy with a discount card, they tend to pay less than full retail, but still far more 
than those with drug coverage. Take, for example, an elderly woman who uses four 
commonly prescribed medications and is living on about $1,300 a month or $16,000 
a year, which is the mean annual income for women ages 65 and older. As Figure 
9 shows, she would save money by using her discount card, but still spend about 
25 percent of her income filling her prescriptions. By contrast, her prescriptions 
would account for only 8 percent of her income if she had drug coverage under the 
Federal Employees Health Benefits Program Blue Cross/Blue Shield PPO plan. 

As the General Accounting Office recently reported, discount cards can lower costs 
somewhat, but discount levels vary widely across programs and, within program, 
from drug to drug. For a given individual, the potential savings from a discount card 
program would depend on the specific drugs they take and for how long, their access 
to specific pharmacies, and their level of comfort with using the mail-order option. 
The bottom line is that a card that is good for one senior may not be good for an- 
other. 

Under the Administration’s proposal, qualified private discount drug card pro- 
grams would receive a Medicare endorsement, with the hope of using Medicare’s 
seal of approval to attract more beneficiaries and negotiate steeper discounts. If the 
endorsement increases volume, then the proposal could lower drug costs somewhat 
further than under existing programs. However, if negotiated discounts under Medi- 
care-endorsed discount card programs are not passed through to consumers or do 
not apply to all drugs, then the value to the individual could be compromised. 

A Low-Income Drug Benefit 

Another general approach under discussion is the idea of moving forward on a 
Medicare drug benefit incrementally by beginning with assistance targeted to low- 
income beneficiaries. While lack of drug coverage is not strictly a low-income prob- 
lem, greater than four in ten without drug coverage have incomes below 150 percent 
of the federal poverty level (Figure 10). With this in mind, the Administration has 
proposed a strategy that would expand state programs, such as Medicaid, to help 
the low-income population while the debate over a universal Medicare drug benefit 
proceeds. Others have proposed subsidized benefits for the low-income population in 
the form of a national Medicare benefit, but one that is administered and supple- 
mented by states. 

The Administration’s proposal would use Medicare funds to extend prescription 
drug coverage to low-income beneficiaries under Medicaid or other state programs. 
As under current law, states would be permitted to extend drug coverage only to 
Medicare beneficiaries up to 100% poverty (about $8,900 per year for a single indi- 
vidual) at current Medicaid matching rates of about 57% on average, but ranging 
from 50 to 83 percent. (States already have the option to extend all Medicaid bene- 
fits, including drug coverage, to these Medicare beneficiaries). For those bene- 
ficiaries with incomes between $8,900 and $13,300 per year (100-150% of poverty), 
states could offer drug assistance through the Medicaid or other state programs, at 
a 90% federal matching rate. 

In addition, the Administration proposes to use existing waiver authority under 
section 1115 of the Social Security Act to allow states to use Federal Medicaid 
matching funds to purchase drug coverage for Medicare beneficiaries who are not 
eligible for Medicaid and whose incomes are below 200% of poverty, or about 
$17,700 per year. One state, Illinois, has already been granted such a waiver, and 
the Administration is developing a template for other states to use. Because these 
waivers are by definition budget neutral, they do not bring more Federal Medicaid 
matching funds into a state for drug coverage than the state would otherwise re- 
ceive under current policy. Savings on the current population could need to be 
achieved in order to offset the costs of new individuals who receive drug coverage. 

While an approach targeted to low-income seniors would both extend benefits to 
those in greatest financial need first and impose considerably less fiscal pressure 
on the federal government than would a benefit for all people on Medicare, it also 
raises several challenges and issues for consideration. 
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The first and perhaps most obvious consideration is that such an approach would 
not reach more than half of all beneficiaries who lack drug coverage today. While 
the near-poor — those just above the poverty level — are the most likely to be without 
coverage as they are generally ineligible for Medicaid coverage, even those with 
moderate incomes currently face substantial out-of-pocket burdens given the high 
and rising costs of prescription drugs. 

Another consideration is the potential challenge in ultimately creating a national 
Medicare benefit, given the wide variations in state-based programs. Today, there 
are differences across the states in terms of their Medicaid eligibility criteria, 
whether they offer drug coverage through a state pharmacy assistance program, 
and — if so — what type of benefits they offer. For example, less than half of all states 
(17) offer Medicaid drug benefits to Medicare beneficiaries with incomes up to 100 
percent of the federal poverty level. Of these 17 states, 12 also have a state phar- 
macy assistance program. The majority of states do not currently cover seniors with 
incomes up to the poverty level, although many of these states have some form of 
pharmacy assistance program (Figure 11). 

In addition, there are also significant differences in the scope of drug benefits cov- 
ered under Medicaid by state, involving cost-sharing requirements, limits on pre- 
scriptions and refills, generic substitution rules and other utilization controls. Be- 
cause of these variations in eligibility and coverage, the safety net for Medicare’s 
poor varies widely from state-to-state. As a result, an approach to expanding pre- 
scription drug coverage that builds on a state base could perpetuate existing geo- 
graphic disparities in drug coverage for low-income Medicare beneficiaries. 

Another key consideration to this type of an approach must acknowledge the fiscal 
environment in many states. Prescription drugs are the fastest-rising cost item in 
state Medicaid budgets, with a disproportionate share of Medicaid drug spending on 
aged and disabled beneficiaries (Figure 12). In the face of current budgetary short- 
falls, many states are beginning to implement a range of cost-control strategies to 
constrain spending on their prescription drug benefits. Under these circumstances, 
it is unclear whether and how states — particularly those that do not do not now 
offer coverage up to 100 percent of poverty — will find the funds or be willing to ex- 
tend drug coverage any further. 

Finally, implementing a new program, with a new administrative structure, can 
take a considerable amount of time, based on the experiences of both the State Chil- 
dren’s Health Insurance Program and many state pharmacy assistance programs. 

A Medicare Drug Benefit 

There appears to be broad consensus on the goal of assisting all beneficiaries 
needing prescription drug coverage with a Medicare benefit. However, there con- 
tinues to be debate over difficult issues involving how to design and implement the 
new benefit. Bridging these differences remains a major challenge particularly in 
light of today’s fiscal environment. 

Drawing on models recently introduced in Congress, the basic approaches to a 
universal benefit that have been proposed include: an integrated Medicare drug ben- 
efit to be administered by private entities such as pharmacy benefit managers; a 
drug benefit that would be offered along with other Medicare benefits through high- 
option plans as part of a broader framework for reform; and a stand-alone Medicare 
drug benefit that would be offered by private health insurance plans. While these 
approaches reflect a range of philosophical perspectives and policy priorities, there 
are notable areas of agreement. 

First, most proposals offer additional protections for low-income beneficiaries, rec- 
ognizing the needs of seniors living on fixed incomes. Second, most would provide 
relief to the relatively small share of beneficiaries with high-end, or “catastrophic” 
drug expenditures. Third, reflecting one of the chief lessons of the ill-fated Medicare 
Catastrophic Coverage Act (MCCA) of 1988, virtually all proposals would create a 
voluntary benefit, rather than require seniors to participate. 

Despite these areas of agreement, there remain a number of critical decisions and 
policy challenges that have significant implications for beneficiaries and program 
spending. Chief among these is the difficult process of designing a benefit that guar- 
antees meaningful and affordable drug coverage to beneficiaries in the context of 
current federal budget considerations. With this in mind, perhaps the biggest policy 
question is that of how much to spend on a new Medicare drug benefit, and how 
to finance it. Based on the new spending estimates recently released by CBO, drug 
coverage comparable to what most workers get today would require a major commit- 
ment of national resources. 

Clearly, the design of the Medicare drug benefit will influence the extent to which 
the plan shields beneficiaries from rising drug costs, the level of program spending 
that will be required, and the rate at which spending will grow over time. Seniors 
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are eager for coverage that resembles the benefits offered to most insured workers 
today, yet the benefits specified in many proposals would involve relatively substan- 
tial enrollee contributions through premiums, deductibles, coinsurance, and other 
cost-sharing requirements, which sometimes result in what is known as the “hole 
in the donut”. Proposed Medicare drug benefits generally provide less assistance 
than do drug benefits typically covered by large employers. 

In addition to questions involving benefit design and program spending, other 
critical policy questions remain. For example, while most would agree on the need 
to assist low-income beneficiaries, there is less agreement on the tougher questions 
involving who should receive subsidies, the level of assistance, or how subsidies 
should be administered and financed. Another issue concerns the role of private 
plans in administering the new Medicare benefit, including both the extent to which 
they should be required to bear risk and also the latitude they are given to control 
costs. Finally, a key outstanding question is the extent to which a new Medicare 
benefit should be linked to broader efforts to reform and restructure the program. 

The resolution of these policy issues will have important implications for bene- 
ficiaries, and have a significant impact on federal and state budgets. 

CONCLUSION 

Medicare without medicine is an anachronism. When the public is asked about 
modernizing or reforming Medicare, our research shows they are thinking almost 
exclusively about benefit improvements, primarily prescription drugs (Mclnturff and 
Garin, 2001). Incremental strategies, such as discount card programs, may help 
lower costs for some beneficiaries for some drugs, but are not a substitute for Medi- 
care coverage. As the Administration notes, the proposed discount card program 
would not deliver the same level of savings as a full Medicare benefit. 

Targeted assistance for the poor could offer help to those with greatest financial 
need, depending on how well the program is designed, promoted, and implemented. 
Yet, even if successful, more than half of all seniors without coverage today would 
remain unprotected under most low-income approaches. 

A universal approach to a Medicare drug benefit will require a substantial invest- 
ment of federal dollars “putting seniors and their prescription drug needs in direct 
competition with other national spending priorities. However, given current trends 
in drug coverage and spending, the absence of a Medicare drug benefit will impose 
higher costs onto our nation’s parents and grandparents. 
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! Figure 3 

i Among Firms With 200 or More Workers Offering Retiree 
I Health Benefits, Percentage Planning Various Changes in 
j Retiree Health Coverage in the Next Two Years, 2001 
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Figure 4 

Prescription Drug Benefits Offered By Medicare+Choice 
Plans In their Basic Plan, 1999-2001 
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Mr. Bilirakis. Thank you very much, Doctor. I am going to skip 
Mr. Fuller for the time being. I guess you are getting accustomed 
to being skipped, aren’t you. Mr. Hillerby. 

STATEMENT OF MICHAEL D. HILLERBY 

Mr. Hillerby. Thank you, Mr. Chairman and members of the 
committee. For the record, my name is Michael D. Hillerby, Deputy 
Chief of Staff to Nevada Governor Kenny Guinn. 

Thank you for this opportunity to testify on Nevada’s work to 
help low-income seniors with their prescription drug needs. Your 
recognition of the success of this unique State program is appre- 
ciated, and on behalf of Governor Guinn I look forward to answer- 
ing your questions about our efforts. 

I would like to provide you with a brief history and overview of 
Nevada’s Senior Rx Program, and the reason we build this first-of- 
its-kind program using private insurance to underwrite the risk in- 
volved. 

First, here are the highlights of the current plan: To be eligible 
for the plan, seniors must be age 62 or over; have an annual in- 
come of $21,500 or less — that is roughly 250 percent of poverty, 
and we do not use an assets test; they cannot be eligible for Med- 
icaid assistance; and they must have been a Nevada resident for 
12 months. 

This application process also allows us to notify those seniors 
that would be Medicaid-eligible that we can enroll them in our 
plan. 

The benefits of the plan include a maximum benefit per year per 
member of $5,000 — that is relatively unique in the pharmacy ben- 
efit in the insurance market; seniors pay a $10 co-pay for generic 
medications; $25 co-pay for Preferred medications, or for any other 
drug deemed medically necessary; all other drugs to be available at 
provider’s discounted rate; and there is no premium expense to the 
senior. 

The program costs the State annually $981, or roughly $81.75 
per month, that is inclusive of a prepayment discount. Approxi- 
mately $66 per month is the anticipated cost of prescriptions per 
member. The remaining less than 20 percent of the premium pays 
for the insurance premium tax charged by the State, management, 
marketing, enrollment, pharmacy benefit manager, and the rein- 
surance product to insure claims over $66. 

In the new contract beginning in 2002, the State will receive 100 
percent of any savings between projected and actual claims levels — 
the $66 per month fee. These funds will be used to enroll more sen- 
iors. 

That addresses the comments Mr. Brown made earlier about the 
Milliman and Robertson actuarial study. The administration did 
not believe that those numbers were adequate for either the claims 
volume that was expected, did not adequately address the actual 
cost of administering the State program, and didn’t acknowledge 
the fact that we use a set funding source for ours, and if the claims 
did come in higher, there was no financial backstop for that. 

Senior Rx is funded by a set percentage of Nevada’s tobacco set- 
tlement, projected at just over $6 million this year dedicated to this 
program. 
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The senior, again, pays no premium or deductible cost and is 
only responsible for the co-pay on actual prescription filled. 

Demographics of our program: 75 percent of our enrollees make 
less than $17,500 per year, and half have incomes less than 
$12,700. Sixty-one percent of enrollees are between the ages of 65 
and 80, 20 percent are 81 or older. 

The plan was improved in 2001 with administrative and legisla- 
tive changes, and is now running at full capacity and has enrolled 
7,500 seniors in Nevada. Based on national statistics, this may be 
as many as 30 to 50 percent of low-income seniors in Nevada who 
do not currently have prescription drug insurance. 

The committee has received previous testimony questioning the 
quality of the program, its costs to seniors, and the success of using 
a private insurance model. While there were challenges involved in 
building the current successful Senior Rx, the lessons we learned 
may be helpful to you and to other States considering such a pro- 
gram. 

Because Senior Rx is a voluntary, stand-alone product, the risks 
of adverse selection are very real. That is, participants could easily 
weigh the costs of their premium against their current prescription 
bills, and only enroll when they would see a net benefit. This could 
obviously create a plan where most members received more in ben- 
efits than was paid in premiums. Because the plan is now free to 
low-income seniors, it benefits both those with low and high pre- 
scription bills. 

When originally devised, the State asked insurers to submit pro- 
posals that included specifying plan design and benefit levels. Be- 
cause of both the novelty of this type of program and the risk of 
adverse selection, insurers were hesitant to bid on a confusing 
RFP. States considering such a plan should do an honest assess- 
ment of their own strengths in contracting, plan design and man- 
aging such a program. A voluntary program takes significant out- 
reach and marketing to reach the target population. 

Once successfully awarded. Senior Rx consisted of two plan lev- 
els, each with different premiums, co-pays, formularies and bene- 
fits. Co-payments ranged from $10 for generic drugs to as much as 
50 percent of the cost of a preferred drug. Seniors would apply to 
the State for a subsidy based on their income, and then enroll in 
one of the two plans at a cost of anywhere from $39 to $94 per 
month, plus prescription co-pays. Seniors told us loud and clear 
that the process was somewhat confusing, and because they still 
paid a share of the monthly premium, a deductible and co-pays, it 
was still too expensive. This cost share also exacerbated the prob- 
lem of adverse selection, and the claims exceeded premiums 
throughout much of the first year of operation. 

In 2001, we made significant changes, both legislative and ad- 
ministrative, to the plan. Senior Rx now offers one plan level that 
retains the $5,000 annual benefit, and is now free to qualifying 
seniors. The formulary is better, includes more drugs senior advo- 
cates asked for, and Senior Rx is easier to apply for and use. 

Because funding for Senior Rx is limited to a set percentage of 
the tobacco settlement, it was essential that we use an insurance 
model to cover the risk of offering each senior a maximum benefit 
of $5,000 per year. Risk was also spread across the full spectrum 
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of seniors because Senior Rx is now free, and attractive to those 
with limited prescription needs as well. While not every senior will 
use such a rich benefit, the theoretical risk to the State is over $35 
million. Nevada does not have the financial resources available to 
cover the full risk involved. 

In addition, the insurer has significant resources, experience, 
marketing and management expertise, and economies of scale that 
the State does not. Our approach also limits the size, complexity 
and cost of a State bureaucracy, enabling us to dedicate the money 
to covering seniors. 

Governor Guinn believes that Senior Rx can be a model for other 
States, and potentially for a national prescription benefit for sen- 
iors. Our participants should provide useful statistical data about 
the potential for such a program, as well as the real prescription 
needs and expenses of low-income seniors. While we all face the 
same budget realities, it is our hope that our country can at least 
begin to offer low-income seniors some assistance with their pre- 
scription bills. This is not a battle States can win on our own, and 
this population desperately needs our assistance. 

Thank you for the opportunity to speak with you today, and I 
look forward to answering any questions. 

[The prepared statement of Michael Hillerby follows:] 

Prepared Statement of Michael D. Hillerby, Deputy Chief of Staff, Office 
OF THE Governor, Carson City, NV 

Mr. Chairman and members of the Committee, for the record my name is Michael 
D. Hillerby, and I am Deputy Chief of Staff to Nevada Governor Kenny Guinn. 

Thank you for this opportunity to testify on Nevada’s work to help low-income 
seniors with their prescription drug needs. Your recognition of the success of this 
unique state program is appreciated, and on behalf of Governor Guinn, I look for- 
ward to answering your questions about our efforts. 

I would like to provide you with a brief history and overview of Nevada’s Senior 
Rx Program, and the reasons we built this first-of-its-kind program using private 
insurance to underwrite the risk involved. 

First, here are the highlights of the current plan: 

Eligible Seniors: 

— Age 62 or over; 

— ^Annual income $21,500 or less (no assets test); 

— Not eligible for Medicaid assistance; 

— Nevada resident for 12 months. 

(The application process allows us to notify seniors who qualify that Medicaid ben- 
efits may be available to them.) 

Benefits: 

— Maximum benefit of $5,000 per year; 

— $10 copay for generic medications; 

— $25 copay for Preferred medications; or for any other drug deemed medically nec- 
essary; all others at provider’s discounted rate; 

— No premium expense to senior. 

State Costs: 

— ^Annual premium is $981, or $81.75 per month (inclusive of prepayment discount). 
— ^Approximately $66 per month is the anticipated cost of prescriptions per member. 
— The remaining less than 20% of the premium pays for the insurance premium tax, 
management, marketing, enrollment, pharmacy benefit manager and the rein- 
surance product to insure claims over $66. 

— In the new contract, the state will receive 100% of any savings between projected 
and actual claims levels (the $66 per month fee). These funds will be used to 
enroll more seniors. 

— Senior Rx is funded by a set percentage of Nevada’s tobacco settlement, projected 
at just over $6 million dedicated to the program this year. 
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— ^Approximately $135,000 is used by the State of Nevada for administrative ex- 
penses related to eligibility determinations, contract management, outreach and 
related staffing. 

— The senior pays no premium or deductible costs, and is only responsible for the 
copay on actual prescriptions filled. 

Demographics: 

— 75% of enrollees make less than $17,000 per year, and half have incomes less 
than $12,7 9he senios whos maketoos uach toqtuaifye forMedicaid, butd 
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Thank you for the opportunity to speak with you today and I look forward to an- 
swering any questions you might have. 

Mr. Bilirakis. Thank you very much, sir. 

Dr. Tyler. 

STATEMENT OF BRIAN TYLER 

Mr. Tyler. Thank you, and good afternoon, Mr. Chairman, mem- 
bers of the committee. My name is Brian Tyler. I am Senior Vice 
President with McKesson Corporation. McKesson is a Fortune 35 
health care services company. We are not a manufacturer of drugs, 
but we do occupy a fairly unique position in the supply chain serv- 
ing both the retailer and the manufacturer constituents. 

As part of our reach and services available to them, we have 
been asked to administer the Together Rx card, and I ma here 
today to talk about McKesson’s role as the administrator of the To- 
gether Rx Card Program. 

The Together Rx card from the beginning was designed as an in- 
terim solution. It is a savings program targeted at Medicare enroll- 
ees with incomes below 300 percent of the Federal poverty level, 
and no existing prescription coverage. It was funded by seven lead- 
ing manufacturers — Abbott Labs, AstraZeneca, Aventis, Bristol- 
Myers Squibb, GlaxoSmithKline, Johnson & Johnson, and 
Novartis. I would like to quickly just highlight four important ele- 
ments of the program. 

First, savings. The design is to provide meaningful savings direct 
to the eligible senior participant. We offer an average savings of 20 
to 40 percent of the drugs on this program. I should also note im- 
portantly, the enrollment process will be linked to existing patient 
assistance programs. These programs for the most needy of the eli- 
gible enrollees provide drugs at no cost or at nominal fee. This will 
further enhance the 20 to 40 percent savings. 

The second aspect I would like to outline is broad access to medi- 
cations. Currently there are over 150 medications as part of this 
program, drugs like Glucophage, Voltaren, Paxil, Gleevec and 
Pravachol, for the treatment of diabetes, depression, cancer and 
high cholesterol, just to name a few. 

The third thing I would like to point out is the wide reach. This 
is the most inclusive program in terms of eligibility requirements, 
and we estimate that between 8- and 11 million Medicare enrollees 
will be able to participate in this program. 

And, last, and very importantly, the ease of use aspect. This card 
is easy to use for the senior. It is easy to use for the pharmacist. 
It is free to the patient. It is a single card, which eliminates a lot 
of confusion and disruption at the pharmacy counter. There is a 
single enrollment process, one phone number, to be eligible for all 
the products covered under this card. And, again, it is tied to the 
seven distinct patient assistance programs. This program requires 
only a signature to enroll and become eligible for. 

The Together Rx card has been endorsed by many of our friends 
in the retail community, including Wal-Mart, CVS, Eckard, 
Safeway, Albertson’s, Costco, many others. Independent phar- 
macists will be accepting this card, including the 4,000 members of 
McKesson’s voluntary network. We also have been very fortunate 
to have the support by many leading health care agencies and sen- 
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ior organizations, including AARP and the National Council on 
Aging. 

We have very significant plans to promote this card to make sure 
we get the uptake we all desire. Let me highlight two of these fea- 
tures. One, the 3,000 sales representatives of the member manufac- 
turers will he distributing materials directly to the physician’s of- 
fice, and NCOA, through its 17,000 affiliated community centers, 
will make enrollment forms available. 

The program has just very recently been announced, April 10 
was the official announcement of this program. The response has 
been extraordinary. Over 50,000 individuals accessing our Web 
site, generating 2 million hits, over 40,000 calls to our call center. 
We have received numerous expressions of interest from additional 
manufacturers, retailers, existing discount card programs, and 
other interested agencies on how they, too, might collaborate. And 
we are excited about following up on all those conversations. 

I want to stress, we view this as an interim solution, and we 
commend the President and the Members of Congress who are pur- 
suing a more comprehensive Medicare prescription benefit pro- 
gram. The Together Rx card is senior-friendly, pharmacist-friendly, 
and we believe will provide significant benefit to those in need. 

Thank you very much, Mr. Chairman and members of the com- 
mittee. 

[The prepared statement of Brian Tyler follows:] 

Prepared Statement of Brian Tyler, Senior Vice President, Business 
Development & Strategy, McKesson Corporation 

Good morning, Mr. Chairman and members of the committee. 

INTRODUCTION 

My name is Brian Tyler, and I am Senior Vice President, Business Development 
and Strategy, at McKesson Corporation. Thank you for inviting me here today on 
behalf of McKesson Corporation to discuss our role as the administrator of the To- 
gether Rx™ Card. 


TOGETHER RX™ CARD 

Medicare seniors on limited income who don’t have prescription drug coverage 
sometimes have to make difficult choices between essential medicines or food on the 
table. The Together Rx™ Card combines the resources of seven major pharma- 
ceutical manufacturing companies to address this need by offering average savings 
of 20% to 40% on more than 150 widely prescribed medicines. This free, easy-to- 
use card is available to seniors who lack any public or private prescription drug cov- 
erage and have incomes that meet the eligibility thresholds. These income thresh- 
olds, at $28,000 per year for individuals or $38,000 for couples, or approximately 
300% of the federal poverty level, exceed those of any other drug savings card now 
available; thus, more seniors in need will be eligible for this Card. 

The founding members of Together Rx, L.L.C., are: Abbott Laboratories, 
AstraZeneca, Aventis Pharmaceuticals, Bristol-Myers Squibb Company, Gleixo 
SmithKline, Johnson & Johnson (through its Ortho-McNeil Pharmaceutical, Inc. 
and Janssen Pharmaceutica Products L.P. companies.), and Novartis Pharma- 
ceuticals Corporation. McKesson is facilitating this single card that offers access to 
savings on more medicines than any existing pharmaceutical company prescription 
savings program. As a result, the Together Rx™ Card makes it more convenient 
and easier for those enrolled in Medicare to get medicines, such as Glucophage, 
Voltaren, Peixil, Monopril, Reminyl, Glivec, Synthroid and Pravachol, which they so 
critically need to fight diabetes, arthritis, depression, hypertension, Alzheimer’s dis- 
ease, cancer, hypothyroidism and high cholesterol. 

We have seen tremendous enthusiasm for and interest in this initiative. In the 
first 24 hours since the Card was unveiled on April 10, more than 10,000 consumers 
visited the Together Rx Web site and we received nearly 11,000 phone calls. As of 
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two days ago, that number had grown to 50,000 consumer visits to the Web site and 
40,000 calls. By June 1, when the Card is effective, we hope to reach a large per- 
centage of the estimated eight million to 11 million Medicare recipients who are eli- 
gible for this Card. 

This is truly an extraordinary response, which we hope will continue as the seven 
manufacturing companies combine their marketing expertise to expand the universe 
of eligible seniors. More than 30,000 sales representatives of the seven manufactur- 
ers will distribute enrollment materials in physicians’ offices, while the Card is also 
promoted through continued advertising and outreach at senior centers. Together 
Rx™ has been endorsed by many leading healthcare and senior citizen organiza- 
tions, including AARP and the National Council on Aging, both important partners 
in publicizing this Card. Through the NCOA’s extensive network of over 17,000 af- 
filiated community centers and its online web site, benefits checkup.org, we will be 
able to reach out widely and quickly to Medicare enrollees in communities across 
the country, and ensure they have the necessary information to enroll in the pro- 
gram. 

As noted earlier, McKesson Corporation serves as the administrator of the To- 
gether Rx™ Card. We currently administer the prescription discount program for 
Novartis and have scaled our offering (enrollment processing, consumer and phar- 
macist hotlines, pharmacy transaction adjudication, manufacturer-to-pharmacy re- 
imbursement) to facilitate the technological standardization of the prescription sav- 
ings programs offered by the seven Together Rx companies. As the Together Rx™ 
Card administrator, McKesson will process card applications, offer help and infor- 
mation via a dedicated toll-free number (1-800-866-7211) and Web site (www. 
Together-Rx.com), distribute cards to enrollees, facilitate pharmacy participation 
and adjudicate transactions. We are uniquely positioned to connect three important 
constituencies: the low-income senior citizen, the pharmacy and the manufacturer. 
Our technology makes it possible for savings to be realized at the point-of-sale in 
the pharmacy, and the use of a single card offers unprecedented ease of use to pa- 
tients and pharmacists. 

McKesson was chosen to administer this Card as a result of our unique position 
and capabilities in the U.S. health care delivery system and our proven expertise 
and experience in providing services and technological connectivity to deploy pro- 
grams such as the Together Rx™ card successfully. Headquartered in San Fran- 
cisco, McKesson is a Fortune 35 corporation and the world’s largest healthcare serv- 
ices company. As one of the largest nationwide distributors of pharmaceuticals and 
medical-surgical products to pharmacies and other health care providers, we serve 
as the interface between the manufacturing and the retail pharmacy community. 
For the past 166 years, McKesson has served as a safe and efficient channel for the 
fast delivery of critical medicines to our pharmacy customers, which include thou- 
sands of independent and chain drug stores as well as hospitals, clinics, nursing 
homes and physicians’ offices across the country. 

Through our expertise in advanced healthcare information technology, McKesson 
is also a leader in designing Patient Assistance Programs (PAPs), which allow many 
of the world’s leading drug companies to meet the needs of lower income patients 
who lack insurance coverage. We currently manage 10 PAPs and have served more 
than 2 million patients over the past few years. As a unique characteristic of the 
Together Rx™, McKesson will screen applications during the enrollment process 
and notify those at the very lowest income levels of their eligibility for even greater 
savings — and, in some cases, free medicines — from the patient assistance programs 
offered by the individual pharmaceutical companies or by foundations supported by 
the individual companies. Currently, such eligibility is determined by physicians or 
other health care providers, and many eligible and underserved populations are un- 
aware of these patient assistance programs. 

Let me emphasize that the Together Rx™ Card has no formulary. McKesson is 
not paid to drive compliance or market share, or encourage therapeutic substitution. 
McKesson will receive an administrative fee for its role in the Together Rx™ Card 
program that is borne entirely by the participating manufacturers, but neither 
McKesson nor the pharmacist retains any portion of the savings provided by the 
manufacturer. Chain drug stores across the country, including Wal-Mart, Rite Aid, 
Walgreens, Target, Albertson’s, Costco, Kroger, Safeway, and Eckerd have shown 
strong support for the Together Rx™ card, along with thousands of independent 
drug stores, including the over 4000 retailers who are part of McKesson’s voluntary 
network of Valu-Rite stores. By accepting the card at their retail outlets in commu- 
nities across America, participating pharmacies have made the commitment to pass 
through directly to the patient 100% of the savings being offered by the pharma- 
ceutical companies. We are actively speaking with many other pharmacies and ex- 
pect to enlist additional support and commitment in the near future. 
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CLOSING 

I would like to close by reiterating that the Together Rx™ Card provides much- 
needed assistance to people on Medicare who are of limited income and currently 
struggle with the lack of prescription drug coverage. This program is an immediate, 
interim step that will provide drugs in a convenient and expeditious manner to 
those most in need of drug coverage until a comprehensive Medicare prescription 
drug benefit is enacted and implemented. 

The lack of prescription drug coverage among Medicare beneficiaries remains a 
serious national problem that no single company can solve. We at McKesson com- 
mend President Bush and those in Congress who are calling for enactment of a com- 
prehensive Medicare prescription drug benefit this year. 

While we wait for that to become reality, however, we would like to applaud the 
efforts of the founding members of the Together Rx™ Card program. We are proud 
to be part of an interim solution to help low-income seniors realize needed savings 
at the same time that they gain broad access to medicines. 

Thank you very much, Mr. Chairman and members of the Committee. I would be 
happy to take your questions. 

Mr. Bilirakis. Thank you very much, Dr. Tyler. 

Last, but not least, Mr. Fuller. 

STATEMENT OF CRAIG L. FULLER 

Mr. Fuller. Thank you very much, Mr. Chairman, Mr. Brown, 
good to be with you today. I have a statement which I will submit 
to the record, but I thought I might best use a few minutes here 
before going to questions just to talk a little bit about the path we 
have traveled. 

I represent the National Association of Chain Drug Stores. We 
have some 200 retail members, with some 35,000 chains. Nearly 90 
percent, in some stores more than 90 percent, of the people that 
come to those stores purchase their prescription medication with 
some sort of third-party payer. Indeed, most seniors have some 
kind of a plan for their prescription drugs. But our pharmacists, 
100,000-some strong, are faced every day with the senior who lacks 
any drug coverage whatsoever, trying to pay for that product which 
is going to help them either recover from an illness or deal with 
a chronic illness, and so we have been very concerned about this 
issue. And I guess I am here to say, with all due respect to the 
members’ opening comments, that I don’t think one should walk 
away from interim measures because I think they can be bold, I 
know they can be very beneficial for the families of people who 
can’t afford their prescription medication. 

We looked last year very closely at what the administration was 
proposing. We believed and said then, and we continue to say, that 
the proposal the administration has come forward with on a dis- 
count card ought to come here for airing and discussion. And so we 
were very pleased that Dr. McClellan was here. Indeed, we have 
had a number of conversations with him, and understand their ap- 
proach, and to share with him our approach. 

I thought one of the most important developments last year actu- 
ally was the fact that manufacturers looked at ways, innovative 
ways, to come forward with programs and card programs that 
would provide seniors with meaningful benefits. And, indeed, over 
time, I think the natural competition out in the marketplace deliv- 
ered at the end of the cycle, before this most recent announcement, 
delivered benefit cards from manufacturers where there is no 
guessing. For one of the manufacturers the drug is $15, for the 
other it is $12. 
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We believe now with seven companies — actually, one of them al- 
ready was in the plan, but six new companies coming onboard with 
the Together Rx card — a total of nine companies now having pro- 
grams for seniors that are available through cards, that this is a 
good development, that in fact it is a very meaningful development 
for seniors. 

Our concern was that for seniors to take advantage of these pro- 
grams, they had to be able to get the best program available 
through a single card, or at least fewer than ten of 15 cards. And 
so we began last year and early this year, a process of looking at 
ways that that might be accomplished. 

We do believe, and we would support legislation, that would 
within CMS or HCFA — as some fondly still refer to it — that we do 
believe that an entity could be created that would retain an admin- 
istrator for a single card program. A single card program would 
allow manufacturers to come forward with whatever program they 
wanted to provide to seniors, and that program could be made 
available in the retail setting to the seniors currently without cov- 
erage. 

Another very important role for government in that regard is the 
whole determination of eligibility because, obviously, there are pri- 
vacy concerns and other issues, and we think the government could 
play an important role there. 

Perhaps most importantly, and I think addressing one of the 
messages we have certainly heard from a number of the members 
this morning, is that with a stop-loss provision, all Medicare-eligi- 
ble seniors could have a benefit, a stop-loss benefit, that they would 
be entitled to if there was an outlay of cash equal to whatever level 
you want to set. We haven’t priced it out precisely. I would look 
forward to the administration’s estimates of that. We would look 
favorably at $6,000, $4,000, whatever level was felt could be af- 
forded. But the combination of a stop-loss provision and a single 
card program within CMS, we think, would be very beneficial. 

Last, I will say that in the course of developing this, we found 
a number of manufacturers interested in looking at simply a pri- 
vate step and, therefore, we sought and we announced recently the 
creation of a program we think would be helpful, the creation of a 
Pharmacy Care Alliance, that we would try to bring as many 
groups into as possible to help educate low-income seniors on the 
availability of these benefits, and the creation of a Pharmacy 
CareOneCard. 

We are not really in a naming competition, and I am very 
pleased to say that we have had a number of talks for several 
weeks — actually, 2 months — with McKesson and with the compa- 
nies there, and the concept of a common card with multiple manu- 
facturers is something that we think is very beneficial to seniors, 
and it is much more workable in the marketplace, so we applied 
what they have done, and we look forward to working with them 
to make that a reality. 

I will stop there, and would welcome your questions. 

[The prepared statement of Craig L. Fuller follows:] 
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Prepared Statement of Craig L. Fuller, President & CEO, National 
Association of Chain Drug Stores 

Mr. Chairman and Members of the Subcommittee, I am Craig Fuller, President 
and CEO of the National Association of Chain Drug Stores (NACDS). NACDS rep- 
resents about 200 chain pharmacy companies that operate about 34,000 retail phar- 
macies all across the United States. 

Chain pharmacy is the single largest segment of pharmacy practice. Our members 
include the traditional chain pharmacies, the food/pharmacy combinations, and the 
mass merchandise pharmacy operations. We filled about 70 percent of the 3.1 billion 
prescriptions provided across the nation last year. We appreciate the opportunity to 
describe for you our ideas on both interim steps that the Congress can take to help 
seniors obtain necessary medications, as well providing a comprehensive Medicare 
prescription drug benefit. 

interim approaches to pharmacy coverage 

First, let me talk about interim steps that we encourage Congress to take if a 
comprehensive drug benefit is not achievable this year. If we cannot come to agree- 
ment, or insufficient time exists to develop a voluntary benefit for all seniors, then 
we think we should start with making medications more accessible for the most vul- 
nerable in society, and those with the highest medication bills. 

Consolidated Manufacturer Card Program with "Stop Loss" Coverage: 
NACDS supports an interim approach that would have two components. The first 
component would create the necessary Federal infrastructure for low-income seniors 
to more easily access the various drug manufacturer medication subsidy and dis- 
count programs that are being developed. The second component would provide a 
full pharmacy benefit for seniors who need “stop loss” coverage because they have 
high out of pocket drug costs. 

First, let me talk about our ideas on the manufacturer-based programs. At last 
count, nine manufacturers have developed these programs over the past few 
months. Some of these programs provide discounts, while others provide subsidies, 
such as paying the full cost of the prescription other than a $12 or $15 co-pay. 

However, each program has been issuing its own “card” to seniors to access these 
discounts and subsidies at the pharmacy. Moreover, each program has different eli- 
gibility criteria and enrollment forms, and other requirements to access the pro- 
gram. While NACDS views these programs as very worthy, we are concerned that 
seniors will be confused by the multiple programs, and that they will create oper- 
ational difficulties for pharmacies having to deal with multiple cards for seniors. 

As a result, NACDS announced last month that it was launching the Pharmacy 
Care Alliance, which represents a strong first step by retail pharmacy leaders to 
help seniors obtain needed prescription drugs. Among other activities, the Alliance 
will help educate seniors about these programs so that they can be used to the max- 
imum extent possible. 

We have also created the PharmacyCareOueCard — a new concept that would 
allow low-income seniors to carry a single card for participating in a broad number 
of these manufacturers’ discount and subsidy programs. We hope all pharmaceutical 
manufacturers that sponsor special programs for seniors “whether they maintain 
their own card program or not — will become partners in the Alliance and offer their 
programs to a national network of retail pharmacies through the 
PharmacyCareOneCard. We hope to build an open, flexible program that allows 
individual manufacturers and retailers to choose whether and how to participate. 

We already have seen results from our efforts to push for a consolidated approach. 
Over the last few days, several manufacturers have responded to our call for a “one 
card”, and have joined forces to create the “Together Rx” program, which would 
allow seniors to access these manufacturers’ discount programs through the use of 
one card. We are hopeful that this card program might eventually be joined with 
our program — as well as other manufacturer card programs that exist in the mar- 
ket — to offer these programs to seniors through the use of a true, single standard 
card. 

While the “Together Rx” card clearly moves in the right direction, we believe that 
legislation is needed to facilitate the evolution of the goal of creating one card, and 
making the program more permanent for seniors. We believe that Federal legisla- 
tion should be enacted to create a single administrative structure that can be used 
by any manufacturer that wants to offer a discount or subsidy program. Seniors 
would be able to use one card at the pharmacy — rather than multiple cards — to ob- 
tain lower medication prices. 

Quality of care would also be enhanced, since a single electronic prescription proc- 
essing system would allow the pharmacist to check for any potential adverse reac- 
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tions in filling prescriptions for seniors. This could not be achievable without a Fed- 
eral solution. Our hope is that all manufacturers with these programs would use 
this approach to offering their discounts and subsidies. 

Second, as part of our interim proposal, we would support full pharmacy “stop 
loss” coverage for seniors who incur more than a certain amount in unreimbursed 
drug expenses each year, such as $6,000. The same infrastructure that is used to 
administer the manufacturer subsidy and discount programs can be used to imple- 
ment this “stop loss” coverage program. Offering this coverage will start us down 
the road to providing more comprehensive coverage for prescription drugs, beginning 
with the population that needs help the most. Over time. Congress can take steps 
to lower the “stop loss” amount so that more seniors become eligible for coverage. 
But, at least we’ve been able to take the first step this year. 

Medicare-Endorsed Discount Card: Before turning to comprehensive ap- 
proaches to pharmacy coverage, I should share with you that we continue to oppose 
the Administration’s efforts to establish a Medicare-endorsed prescription drug dis- 
count program. The Bush Administration does, however, deserve credit for starting 
last year a serious examination of innovative private approaches that can provide 
meaningful pharmacy benefits to low-income seniors. However, their program will 
not result in meaningful reductions in the price of prescription medicines for sen- 
iors. Moreover, any reductions will likely just come from reduced pharmacy prices, 
and not a reduction in the price of the medication from the drug manufacturer. This 
debate was moved forward in very productive ways with the result that many man- 
ufacturers are now offering meaningful price reductions on the cost of their medica- 
tions. 

In addition, we don’t think that HHS should be picking winners and losers in this 
market through their endorsement program, or that its appropriate to lend Medi- 
care’s time-trusted name to private-sector entities without strict standards. Finally, 
we do not believe that the Department has the legislative authority to develop this 
program, not do we support Congress giving it to them as an interim measure. 

COMPREHENSIVE APPROACHES TO PHARMACY COVERAGE 

Now, let me turn my attention to our ideas for comprehensive pharmacy coverage. 
NACDS supports enactment of a comprehensive pharmacy benefit for seniors. In 
particular, we strongly support H.R. 3626, the M^icare Drug and Service Cov- 
erage Act of 2002, which has been introduced by Representatives Jo Ann Emerson 
and Mike Ross. This is the only comprehensive bipartisan prescription drug bill that 
has been introduced in the House, and contains the many elements that we think 
are important in a meaningful, quality drug benefit for seniors. 

This includes ensuring that seniors have access to the pharmacy of their choice, 
that they are provided with community-based pharmacy services with provisions for 
adequate payment for these services, and that the use of low-cost generic drugs is 
encouraged. We are grateful to these two members for their leadership on this issue, 
and we also appreciate the cosponsorship of the Members of Congress that support 
this bill. This bill is supported not only by NACDS, but the entire pharmacy commu- 
nity, including the independent pharmacies, hospital pharmacies, and nursing home 
pharmacies. 

In terms of the recent drug benefit proposal that passed the House in June 2000, 
HR 4680 — the Medicare Rx Act — you should know that NACDS and all of organized 
pharmacy is concerned with the approach used in that bill. I believe we would have 
similar concerns with that type of bill if it were brought to the House floor again 
this year. In general, we have concerns with “drugs-only” insurance-based and PBM- 
based approaches to providing prescription drug benefits. We do not support the ap- 
proaches used by these entities to contain costs, because they are primarily focused 
on reducing access to prescription medications, and reducing pharmacy reimburse- 
ment. Moreover, we also do not believe that the Medicare program needs to turn 
to these middlemen to obtain the savings on medications that Medicare should ob- 
tain, given its purchasing power in the market. 

We believe that the experience of the government’s own FEHBP should be in- 
structive to Members of Congress as they consider the true effectiveness of this ap- 
proach to providing a prescription drug benefit for seniors. Our analysis indicates 
that escalating prescription drug spending in the FEHBP program — which is admin- 
istered by the same PBMs that would be used for Medicare — has contributed signifi- 
cantly in recent years to the sharp premium increases seen in the program. 

For example, in 2001, 40 percent of the 10.5 percent increase in FEHBP pre- 
miums was attributable to drug spending increases. In 2002, 37 percent of the 13.3 
percent increase in FEHBP premiums was attributable to drug spending increases. 
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Keep in mind that the FEHBP population is not typical of the traditional older 
Medicare population, which uses more drugs and has higher per capita expenditures 
than the much-younger FEHBP population. If the PBMs have not been able to man- 
age prescription drug spending in the EEHBP program, why should we believe that 
they would be any more effective in the higher-cost Medicare population? 

CONCLUSION 

Mr. Chairman, NACDS wants to be constructive players in the debate on both in- 
terim and comprehensive solutions to pharmacy coverage for seniors. Our industry 
is an important player in this debate, because we are the primary vehicle by which 
pharmacy services are actually delivered to the patient. We operate an efficient, 
low-margin, but highly effective primary health care delivery system that is acces- 
sible in many places 24-hours a day, 7-days a week. 

We look forward to working with you and members of the Committee in making 
this happen now and in the future. Thank you again for the opportunity to be here 
today. 

Mr. Bilirakis. Thank you very much, Mr. Fuller. 

Well, those of you who have attended some of our hearings and 
testified — even if you have attended and haven’t testified — know 
what my general philosophy is. My general philosophy is the intent 
here is to help people in such a way so hopefully they can help 
themselves when it comes to health care. 

It seems like an awful lot of Members of Congress are concerned 
about doing it and doing it one way and only one way, and if that 
isn’t the way that it is done, then don’t do it. And that has been 
sort of my biggest — I am frustrated with a lot of things up here. 
This is my 20th year, and I don’t know how in the world I have 
been able to take it for 20 years. So there are many things that 
I am frustrated with, but that particularly. 

I know a few years ago we had a piece of legislation, and it 
would have helped people right then and there. And, well, it wasn’t 
what other people wanted and, therefore, it just went by the way- 
side. In the meantime, I wonder how many poor and very sick peo- 
ple were not able to get the pharmaceuticals that they needed, that 
they could have gotten if we had done something as an interim. 

I mean, all of you have used that. I appreciated Dr. Braun — I 
know she has testified here so many times and does such a great 
job — but I appreciated her making the comment that if there is 
something done for the low-income that it would be outside of the 
scope of Medicare, but the point is she was willing to go along with 
something like that. And I am very pleased that AARP has — I don’t 
know whether “endorsed” is the right word — endorsed the drug dis- 
count card, the McKesson, discount card. Is “endorsed” the right 
word? 

Ms. Braun. I think we have seen perhaps advantages with the 
discount card that the President is suggesting, or a multi-card. I 
think that does have its advantages. 

I would just like to bring up, Mr. Chairman 

Mr. Bilirakis. Yes, please do. 

Ms. Braun, [continuing] another thought on the discount card. I 
do think our members do want a comprehensive plan. I mean, I 
think that ought to be 

Mr. Bilirakis. Yes, we all do. 

Ms. Braun, [continuing] but as far as the discount card, I cer- 
tainly would agree with Dr. McClellan that it has possibilities of 
educating, helping CMS understand how these kinds of things 
work and so forth. And one of the things that comes to my mind 
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that did not come up this morning is that hopefully, if CMS is in- 
volved, there would be some ability to find out what the costs actu- 
ally are to the PBMs and what is being passed on to the con- 
sumers. 

I just recently have had the experience, about a year ago a drug 
that I am taking went off patent. So I checked to see — I was paying 
$153 for my prescription. Went off patent, and I checked where I 
could get it, and I found I could get it for $10, what they had 
charged $153, which is a drug company in Long Island, by mail 
order. 

Mr. Bilirakis. You did that through the Internet? 

Ms. Braun. No, I was aware of this — for years I had been getting 
generic drugs from this company, so I knew — and I wanted to see 
what they would be charging for it — to be exact, $9.35. 

So then I decided to see what would happen — that is someplace 
where physicians can get medication. However, I decided to find 
out what someone else would pay for it if I gave them a prescrip- 
tion for this medication. What I found out was that what I could 
pay $10 for, they could get it from Wal-Mart for $49. They could 
get it from AARP mail order for $84. They could get it from 
Walgreen for $107. Or they could go to Eckard’s and pay $137. 

Now, true, they would save something on $153, but it is nothing 
compared to what could be saved, and obviously all of those other 
PBMs, chain drug stores, what have you, they could be getting it 
from the same source. I am sure Darby’s Drug is not losing money 
selling it to me for $9.35. 

So, I have a real concern about that gap. I would be hopeful that 
if something did come up with a discount card, that if the govern- 
ment is involved, if CMS is involved, they can require that they 
know what the costs are to the PBM, just like they require to find 
out what the cost is 

Mr. Bilirakis. Well, that is right. You know, we see 15 percent 
and 20 percent and 40 percent and all that, and that is a question 
that we all raise. Actually, you are leading me on to exactly what 
I wanted to talk to Dr. Tyler about. 

But I would ask you this, because the discount cards are out 
there — and my time is already up — but because the discount cards 
are out there, is AARP making available to its members informa- 
tion on the cards, how to use them, and things of that nature? 

Ms. Braun. Well, I think that may be part of this campaign that 
we are going to do, but I do think it is getting more and more con- 
fusing, and none of the cards really give you any decent amount 
of discount. 

Mr. Bilirakis. Including the McKesson? I realize it is brand new, 
but 

Ms. Braun. I have not really seen the McKesson situation and 
what that will do, but I do think ultimately — of course, the mem- 
bers are very anxious to have an insurance program that will cover 
all of them, but I do think that it would be helpful if CMS was in- 
volved with these cards, and not just with the drug companies 
starting them when we have no idea. 

Mr. Bilirakis. Any comment on that. Dr. Tyler? 

Mr. Tyler. Yes. Thank you, just maybe a couple of quick things. 
One, we would ask for a little bit of time to improve our commu- 
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nication and get the information out and widely available. The pro- 
gram has been live for only 5 days, and I can assure you you will 
continue to see a stream of information forthcoming. 

I think the question was raised as to whether the discount will 
be meaningful, and I think based on the experiences of a lot of dis- 
count cards previously in the marketplace, that is probably a fair 
question to ask. 

I can tell you that the design of this program is different than 
the programs that you have seen in the past, which were mainly 
funded by retailers and/or PBMs. 

This plan is sponsored by the drug companies. They have speci- 
fied specific discounts off of their wholesale acquisition costs. That 
creates a specific dollar amount for each product that is intended 
to be passed through to the patient. Think of that as an electronic 
coupon, if you will. 

Mr. Bilirakis. So that would be the wholesale acquisition cost? 

Mr. Tyler. That is correct, which essentially think of as a list 
price. So they have created a discount off of a list price, an absolute 
dollar amount, with the intention to be passed through to the cus- 
tomer at the time of the point of sale transaction. 

Now, another nuance in the program is it essentially sets a max- 
imum price by linking the maximum price you can charge to an 
AWP. So it was just referenced that lots of products are charged 
lots of different prices in lots of different marketplaces based on 
lots of different local competitive dynamics. This would essentially 
set a maximum reimbursable price off of which the discount would 
come. 

So, with time, as this program comes to market and transactions 
are being processed, which should be in June, the discounts — there 
should be great transparency. 

Mr. Bilirakis. Mr. Fuller, any comment? 

Mr. Fuller. Well, I think that, first of all, I would say that one 
of the issues is delivering to the senior an easily accessible and 
meaningful benefit, and I think that when you see the kinds of 
benefits that are recently being offered where manufacturers are 
taking brand name products that might be selling for $100 or $150 
and selling them for $12 or $15, or as Dr. Tyler is describing, hav- 
ing a set reduction, that is meaningful, and that is a very impor- 
tant step forward, which I think we ought to embrace and help sen- 
iors understand how to take advantage of that. 

I would also indicate and associate myself with some of the com- 
ments Dr. Braun made by saying that the role of the pharmacist 
in this, when individuals come in as cash-paying customers without 
benefits, the role of the pharmacist is very beneficial for all of the 
health-related reasons and counseling reasons we have talked 
about, but also because it is pretty clearly demonstrated that there 
is a much higher utilization of generic drugs. And I think the point 
being made is that patients who need medication ought to get 
counseling and understand how to find the best drug for them that 
they can also afford. 

And so some of these discrepancies that were being described re- 
late to the difference between the cost of a generic drug and the 
cost of a brand drug, and that is something that we in pharmacy 
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do support and are supportive of. And I think that is another area 
where there are some very important savings for seniors. 

Ms. Braun. Those were all generic. 

Mr. Bilirakis. I am sorry, what? 

Ms. Braun. Those were all generic, the prices that I quoted. 

Mr. Bilirakis. All generic, and yet such a wide range. 

Ms. Braun. The brand price was $153. All the others were ge- 
neric. Everywhere from $10 to $137 for the same drug. 

Mr. Bilirakis. Well, I am going to yield to Mr. Brown. 

Mr. Brown. Thank you, Mr. Chairman. It is a pleasure. Dr. 
Braun, to hear a consumer so sophisticated that she counts down 
the number of days until a drug goes off patent. 

Ms. Braun. You are right. 

Mr. Brown. You don’t see that often, obviously. I think your 
statement at the end, when you said that, just underscores so 
much of what all of this is about. 

The loopholes created accidentally, obviously, by Waxman-Hatch 
on generics that we want to close, that Representative Emerson 
and Mr. Stupak and some of us want to close the so-called GAP bill 
as supported by Mr. Fuller’s group and supported by all the auto 
companies, the United Auto Workers, by all the telecom companies, 
the Baby Bells and the CWA, it is supported by Marriott, it is sup- 
ported by BlueCross/BlueShield and other insurers, it is supported 
by darn near everybody except the prescription drug companies 
and the Bush Administration and, come to think of it, those are 
many of the same people. And it is important, I think, when I hear 
the previous witness come in — I just sit here amazed today when 
I think about — he talked about — over and over and over the script 
was, from many people on that side of the aisle, it is going to cost 
$2200 down the road, per person. We are going to have to raise 
taxes to do that. 

The same week that the majority is going to pass a huge tax cut 
that goes overwhelmingly to the richest people in this country, at 
the same time the administration nor the majority will do anything 
about the price of prescription drugs, allowing these drug compa- 
nies to continue to scam on the patent, on the extension of the pat- 
ent. You know, you illustrated that very well. 

There is a wide range of generic costs, that is competition. That 
is fine as long as the competition is there. Mr. Fuller’s stores can 
compete among one another. Maybe some of them will charge $100, 
maybe some of them will charge $10, that is all fine. 

But the fact is, we sit here, we bemoan the cost of $2200 per sen- 
ior — wherever that came from, from the previous panel witness — 
but nothing about these tax cuts and nothing about any cost con- 
trols or price controls or restraints on costs. As Dr. Lambrew said 
so well, it is clearly a question of — it is not a question of resources, 
it is a question of priorities, and this Congress doesn’t have it to- 
gether. We are going to continue to put off this decision. We can 
include this in a Medicare prescription drug benefit. We could do 
something about prices. Instead, Congress’ priorities are let us do 
a huge tax cut for our richest friends and the largest corporations 
in the country, and all come to committee, and let us just talk 
about how much we all want to do a prescription drug benefit, and 
send a news release out to our constituents saying “I am for pre- 
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scription drug benefit,” even though I am not really funding it, 
even though I am more for a tax cut, but they forget to write that 
part. 

Dr. Lambrew, the President’s Budget, as you know, contains no 
comprehensive drug benefit for all beneficiaries in States that ac- 
cess — would be part of a Medicare Reform Plan, a plan presumably 
to, in some form, privatize Medicare. The President has had prin- 
ciples for reform for almost a year, but we have not seen a plan 
there. What does all this mean? The President seems to believe 
that Congress can’t afford to add a prescription drug benefit until 
the entire program is reformed, while at the same time having far 
too few dollars because we have to pay for the tax cut. Where does 
this take us? 

Ms. Lambrew. I would just make two comments on that. The 
first is, when we think about Medicare, we should recognize the 
fact that today, in 2002, we haven’t seen such a positive cost out- 
look in decades, that Medicare per capita cost curve is now growing 
below the private sector — we heard about this health care crisis 
coming back — is not in the projections for Medicare yet. Equally 
important, the Trust Fund is solvent through 2030, according to 
the latest projections. 

So the question is, what is the financial crisis that Medicare is 
facing today? And you could make a clear case that it is not nec- 
essarily facing a financial crisis today. Certainly, it may be, you 
know. As soon as the Baby Boom generation comes into the system, 
we will have challenges, but do we need to focus on it this year? 
I would argue no. We do know that Medicare beneficiaries are los- 
ing prescription drug coverage almost on a daily basis. We do know 
that drug prices are going up 17, 18 percent every year. So, that, 
I think, you could define as a real crisis whereas the financing 
issues are at least not in the next decade as pressing. 

Mr. Brown. Thank you. I have a couple more questions, but just 
so the panel doesn’t have to stay through the votes, I will yield my 
time to Mr. Stupak, if you want to do that, or just give him the 
5 minutes. 

Mr. Bilirakis. I will just give him whatever time we can take, 
and obviously questions will be raised to you in writing, and we are 
requesting, as per usual, that you respond to them. You have wait- 
ed a long time, and we have rushed right through, and we apolo- 
gize for that, but your testimony is in the record itself Go ahead. 

Mr. Stupak. Thank you, Mr. Chairman. Sorry I missed part of 
it, I had some conflicts so I couldn’t be here through the testimony, 
but I did read some of it. Dr. Tyler, I had a question I wanted to 
ask you on the McKesson Company. 

We are looking at it there, and a drug card, as I said in my open- 
ing statement, sometimes promises big savings, sometimes does 
not. For one constituent it was 12 cents, and when they used their 
drug card again, it actually doubled the cost of it. So, I was dis- 
turbed. 

And the way I understood your testimony was that you are going 
to be offering discounts on a number of drugs, but not necessarily 
generics. And in your testimony, you said it wasn’t really 
McKesson’s policy to encourage therapeutic substitutions. So, in 
other words, the way I took that was if your card is for a regular 
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drug but there is a cheaper generic, how does the senior ever know, 
if they are using your card, that they could actually buy something 
cheaper, like a generic drug as opposed to McKesson’s drug? 

Mr. Tyler. Let me make a couple of points. One, the physician 
in writing the prescription plays an important role in this process. 
Certainly, we don’t want to begin to influence that in our role as 
the administrator. 

Two, we certainly welcome generic companies to participate in 
this program. It is an open program. We would like to make it as 
inclusive as possible. And, last, to note that if the price of the 
brand is not taken below the generic, there is still no reason that 
the consumer can’t purchase the generic alternative, and that is 
part of the value of the conversation with the pharmacist. 

Mr. Stupak. But my question to the last witness, the Doctor who 
was here on behalf of the administration, you were looking for effi- 
ciency and effectiveness and save everybody money, but if they are 
dealing — according to your testimony, the burden is really upon the 
patient to explore that out, that just because you have a card, that 
is not 

Mr. Tyler. This is not a benefit, this is a savings program for 
the products that are included under that program, many of which 
don’t have generic alternatives. It produces meaningful savings for 
each of the drugs, and if there is a generic alternative, we hope 
that the consumer finds his way. 

Mr. Stupak. Let the buyer beware, in other words, Mr. Tyler. 
Well, it is no different than the system is today. The only difference 
is we have taken discounts off of the brand, which translates di- 
rectly into the pocket of the senior. 

Mr. Stupak. And the reason why we are having this hearing, be- 
cause the system we have today doesn’t work. 

Mr. Tyler. And we haven’t professed this to be the complete an- 
swer to 

Mr. Stupak. For the drug companies, it is working, I will grant 
you that, when you can raise it 17 and 18 percent per year, that 
is a pretty good return on your buck. But isn’t there some responsi- 
bility here for these drug benefit managers and for the companies 
that are participating, when you get that card, to make sure that 
not only does the senior get the best possible price, but also let 
them know that there are these generics, because according to the 
last witness, instead of passing the alleged 15 percent savings to 
the consumer, you could use that 15 percent for consulting and tell- 
ing the patient — I am sorry — the consumer how best to reduce 
their cost, at least to the Medicaid program, so there are other al- 
ternatives in there. Don’t you feel like you have a sense of responsi- 
bility here to help out these consumers when they come there and 
they look at these exorbitant prices that they have to pay? 

Mr. Tyler. I guess I would say I feel that compared to what was 
available prior to the announcement of this program, we have 
taken significant steps to deliver meaningful value by reducing the 
price of what today is 150 products, part of our role as the adminis- 
trator is to be neutral in administering that program. 

Mr. Stupak. So, bottom line is consumer beware, basically. 

Mr. Tyler. Bottom line is 20 to 40 percent savings. 
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Mr. Stupak. The last witness was pushing the plan that was 
going to he 15 percent. Underneath your 150 products, it would he 
20 to 40 percent? 

Mr. Tyler. We project the average saving is 20 to 40 percent. 

Mr. Stupak. On each prescription? 

Mr. Tyler. On each product in the program, there is a minimum 
savings amount that you must contribute to he eligible for the card. 

Mr. Stupak. For each product in the program? 

Mr. Tyler. One hundred fifty products. 

Mr. Stupak. Were your newest drugs in the program? Because 
we all know the expensive part of drugs are the top 50 sellers, not 
the 2,000 that are out there. 

Mr. Tyler. I am not a manufacturer. I can tell you that the way 
the drugs were chosen for the program was for the disease states 
that are common in the elderly population and treated in the out- 
patient setting. 

Mr. Stupak. Sure, but take Tagament The brand price is $144, 
generic price is $28. There is a difference of 80 percent there. So, 
is Tagamin going to be part of it, or are we going to have some 
other drug substitute for Tagamin that doesn’t cost as much? Are 
we getting the popular brand drugs here, or are we just getting 
whatever the companies want to put up there? 

Mr. Bilirakis. We have got 3 minutes left before we have to cast 
our vote. 

Mr. Tyler. I believe at our Web site you can find a list of all the 
drugs, and there are many common ones in addition to the ones I 
named in my testimony. 

Mr. Brown. Mr. Chairman, I would like to ask unanimous con- 
sent before we go, to enter the statement in the record from Major- 
ity Floor Leader Buckley of Nevada, and the statement from GM 
calling for universal 

Mr. Bilirakis. Without objection, that will be the case. 

[The prepared statement of Barbara E. Buckley follows:] 

Prepared Statement of Barbara E. Buckley, Assemblywoman 

Dear Chairman Bilirakis and Ranking Member Brown: Thank you for the op- 
portunity to provide written testimony on the issue of U.S. House of Representatives 
providing prescription drugs for seniors. I enjoyed testif 3 dng before your committee 
last year and appreciate the opportunity to offer additional thoughts this year. 

At the outset, let me state that seniors are in as desperate need of prescription 
drug coverage this year as they were last year. While the attention of the nation 
has turned to the tragic events of September 11th and the war on terrorism, seniors 
on fixed incomes continue to go without prescriptions because of their 
unaffordability. It is also clear to me that adding a prescription drug benefit to 
Medicare makes the most sense; states are grappling with finite resources and se- 
vere budget shortfalls. States cannot make much of a dent in this problem; a na- 
tional solution would also allow each State to use its finite resources on other senior 
needs, such as receiving long term care in their own homes instead of being institu- 
tionalized. 

As to Nevada’s own Senior Rx program, you are fortunate to have Michael 
Hillerby, Senior Advisor to the Honorable Kenny C. Guinn, Governor of the State 
of Nevada, at your hearing to offer testimony. He will undoubtedly share much of 
the same information with you. I am honored to be asked to share my perspective 
with you as well. 


BACKGROUND 

The program was an insurance-based program and was operational from January 
2001-June 2001. The program was administered through a contract with a private 
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insurance company. The state was responsible for eligibility determinations and con- 
tract monitoring. The maximum benefit was $5,000 per year and participants were 
required to pay a deductible of $100 per year. Benefits were provided to seniors 62 
years of age or older with a household income under $21,500 per year. A base pre- 
mium of $40 per month was subsidized by the state based on the annual income 
of the participant. For those individuals with household income under $12,700, the 
state paid 90 percent of the base premium with the remaining 10 percent the re- 
sponsibility of the participant. The subsidy was graduated with only 10 percent of 
the base premium being paid by the state for those individuals with household in- 
come between $19,100 and $21,500. In addition, participants were required to pay 
a monthly premium for the two programs that were offered: Nevada Blue and Ne- 
vada Silver. 

The additional monthly premium paid by participants for the Nevada Blue Pro- 
gram (base benefits) was $34.76, while the premium for the Nevada Silver Program 
(enhanced benefits) was $58.31 per month. Therefore, the total cost (premium -i- sub- 
sidy) of the Nevada Blue Program was $74.76 per month ($40 -h$ 34.76) and the total 
cost of the Nevada Silver Program was $98.31 per month ($40 -H$58.3i). These costs 
do not include the cost of eligibility determinations and contract monitoring done 
by the State of Nevada. 

Co-payments required under the Nevada Blue Program were $10 for generic drugs 
and $35 or 50 percent of the cost (whichever was greater) for preferred drugs. Non- 
preferred drugs were not covered. Under the Nevada Silver Program co-payments 
of $10 for generic drugs and $25 for preferred drugs were required. Non-preferred 
drugs required a co-payment of $40 or 40 percent of the cost (whichever was great- 
er). Nevada physicians reviewing the formulary felt it did not include drugs seniors 
commonly needed. 

Only a few hundred individuals actually enrolled in the Senior Rx Program 
through the first six months of operation. The lack of enrollment in the Senior Rx 
Program prompted decision-makers to question whether the program should be re- 
structured in order to increase the number of seniors receiving benefits. 

Discussions that took place during the 2001 Legislative Session centered on how 
the program should be structured. The Governor favored continuing Senior Rx on 
an insurance-based model. A working task force of Assembly members favored con- 
tracting with a pharmaceutical benefit manager or going to a state-operated pro- 
gram. The Legislature engaged the actuarial firm of Milliman & Robertson to esti- 
mate the cost of a state-operated program. Milliman & Robertson’s review indicated 
that a state program could be operated at an estimated cost of $53.95 per member 
per month including the cost of administration. The argument for retaining an in- 
surance-based program was that the cost to the state was fixed and the insurance 
company assumed the risk of program costs exceeding projected levels. The argu- 
ment for a PBM or state-operated program was that it could be run at a lower cost 
and therefore provide benefits to a larger number of seniors. 

After spirited debate between the Governor and the Legislature, Senate Bill 539 
was enacted into law. The program continues to operate as an insurance-based 
model. Eligibility for the program also remains unchanged and is provided to seniors 
62 years of age or over with household income under $21,500 per year. Individuals 
are no longer required to pay a monthly premium to participate in the program; the 
entire premium cost is paid by the state. A deductible paid by the participant is no 
longer required. The maximum benefit remains at $5,000 per year. Co-payments of 
$10 for generic drugs and $25 for preferred drugs are required. Non-preferred drugs 
are provided based on medical necessity. The formulary was revised to include drugs 
seniors commonly need. The premium paid by the state was $106.64 per member 
per month from July 2001-December 2001. The premium paid by the state was re- 
duced to $86.27 per member per month for calendar year 2002 (the monthly pre- 
mium can be further reduced by 3 percent if paid in advance for the entire year). 
It should be noted that there is a provision in the contract effective January 1, 2002, 
that should paid claims fall below $66.55 per member per month, the entire amount 
below $65.55 per member per month will be returned to the state. 

The monthly premium cost does not include the expenses incurred by the State 
of Nevada for eligibility determinations and contract monitoring. In fiscal year 2001- 
02, approximately $136,000 in administrative expenses is allocated to the Senior Rx 
Program for the cost of the eligibility function and contract monitoring. Based on 
full enrollment of 7,500 individuals for the entire year, this represents an additional 
$1.51 per member per month over the current premium paid of $85.27 per month. 

As of April 5, 2002, a total of 7,252 participants are enrolled in the Senior Rx 
program. Applications are currently being processed to increase enrollment in the 
Senior Rx program to the maximum level of 7,500 participants. However, with 15 
percent of Nevada’s tobacco settlement proceeds funding the Senior Rx Program, 
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funding will not support 7,500 participants on an ongoing basis. Due to the slow 
start of the program a funding reserve has been generated which is being utilized 
to increase the number of individuals that can be served. If reserve funds were not 
available, the ongoing funding stream would only support approximately 6,600 par- 
ticipants at the current premium cost of $85.27 per member per month. 

Demand for the Senior Rx Program has increased dramatically based on the legis- 
lative changes made to the program. Currently there are 741 individuals on a wait- 
ing list to receive benefits from the program. 

The actual cost of the Senior Rx Program has been much lower than the premium 
paid by the state under the terms of the contract with the insurance company that 
operates the program. For the period of July 2001 through December 2001 there 
were an average of 3,029 participants per month (as of April 5, 2002 there are 7,252 
participants). During this six-month period the per member per month (PMPM) cost 
averaged $37.64 in direct pharmacy costs. This PMPM cost does not include the con- 
tractor’s administrative costs for items such as insurance premium taxes paid to the 
state, risk charges, reinsurance costs, and other administrative costs including pay- 
ments made to the pharmacy benefits manager. The contractor’s administrative 
costs are not specifically identified so only rough approximations can be made in es- 
timating these costs. However, based on the premium paid during the July 2001 
through December 2001 period of $106.64 per month, it is clear that the contractor 
made a significant amount of money during this six-month period. Even if the con- 
tractor’s total administrative costs amounted to 36 percent of the PMPM costs, the 
contractor would have received in excess of $1 million over the total program costs 
incurred during the six-month period between July 2001 and December 2001. 

As indicated earlier, the premium was lowered to $85.27 per month beginning 
January 2002. The latest information available on costs is for the month of Feb- 
ruary 2002. The PMPM cost in February 2002 was $38.46 which does not include 
administrative expenses of the insurance company or the state for the eligibility 
function and contract monitoring. The PMPM costs will be monitored throughout 
the year to determine if the monthly premium is appropriate or needs to be modified 
when the contract is awarded for calendar year 2003. 

CONCLUSION 

With mounting fiscal problems in many states. States do not have the financial 
ability to help all seniors in need of help with prescription drug coverage. Individ- 
uals with disabilities are receiving no help in many states. Individuals moving from 
state to state have a difficult time accessing different state programs with different 
eligibility standards. Adding a prescription drug benefit to Medicare would be the 
best solution for those on Medicare without prescription drug coverage. 

In our own state, the debate between models for prescription drug coverage will 
likely be settled objectively: which program is the most cost effective and covers the 
largest number of seniors. I believe every elected official wants to make the most 
of our limited funds and will support the program that accomplishes that goal. In 
another year, we should have enough actuarial information to tell us which model 
is most affordable and can guide our future action accordingly. In the meantime, 
I urge our federal representatives to take meaningful action to help the states with 
this critical need. 


Prepared Statement of Bruce E. Bradley, Director, Health Plan Strategy 
AND Public Policy, General Motors Corporation 

Mr. Chairman and distinguished Committee members, I am Bruce Bradley, Direc- 
tor of Health Plan Strategy and Public Policy at General Motors (GM). It is an 
honor to submit this statement to this Committee as you work to design and to pass 
a Medicare prescription drug benefit. 

There are few issues more important to seniors, eligible people with disabilities, 
their families — and employers — as filling the coverage gap represented by the ab- 
sence of a Medicare prescription drug benefit. Moreover, a meaningful prescription 
drug benefit is critically important to employers, who are struggling to provide re- 
tiree health coverage while facing double-digit increases in health insurance pre- 
miums and pharmaceutical costs. 

GM faces extraordinary financing and delivery challenges in the administration 
of our prescription drug benefits, particularly as it relates to the benefits we provide 
to our retirees. We have a great deal of experience in administering drug benefits 
and well recognize the challenges you face in attempting to design a workable and 
meaningful drug benefit for the Medicare program. 
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We commend the Energy and Commerce Committee for addressing this issue. My 
statement will focus on the challenge GM faces in the delivery of our pharma- 
ceutical benefit, how we manage it, and what our priorities would be for a Medicare 
prescription drug benefit. It is our hope that the lessons we’ve learned can be useful 
to this Committee as it takes critical steps towards achieving a bipartisan agree- 
ment on a meaningful and universal Medicare prescription drug benefit. 

PRESCRIPTION DRUG COST CHALLENGES FACING GM 

GM insures 1.2 million workers, retirees and their families. We are the largest 
private provider of health care coverage. GM spends over $1.3 billion a year on pre- 
scription drugs for its current and retired workforce and their families. Despite our 
aggressive management of our prescription drug benefit and associated costs, the 
current 15-20 percent annual growth rate still more than quadruples the general 
inflation rate, and clearly represents a troubling trend. 

From our perspective, these drug costs are driven by a multitude of factors, in- 
cluding increased utilization (both appropriate and inappropriate), and price. While 
we are attempting to manage these costs through a number of interventions that 
will be outlined later in this testimony, we do not see significant potential to reduce 
the trend without assistance from the federal government. More specifically, only 
the federal government can pass legislation to increase coverage by enacting a Medi- 
care drug benefit. 

Although GM’s Medicare-eligible population represents only 33 percent of our cov- 
ered population, it accounts for about nearly half of the prescription drug cost or 
$508 million. The current financing challenges that our Medicare-eligible population 
poses will only grow worse as the baby boom generation starts to retire less than 
ten years from today. The growing financial burden posed by prescription drug costs 
literally threatens the ability of many U.S. companies to be effective competitors 
within the world marketplace. If we do not get a handle on these costs in short 
order, companies will have to make undesirable choices that may limit access or 
shift costs to current and retired workforce. Faced with overwhelming retiree health 
cost challenges, many other companies have actually chosen to drop health benefits 
for this population. In fact, between 1994 and 2001, there was a 43 percent decline 
in firms offering retiree coverage. ' 

GM MANAGEMENT OF DRUG BENEFIT PLANS 

GM has responded to the multi-faceted challenge of rising prescription drug costs 
with a multi-faceted management response, with a mind to assuring the best med- 
ical outcomes and value. We have a great deal of experience in administering a drug 
benefit and believe that our management techniques have made a positive dif- 
ference in the quality and value of the benefit we offer, and could be applied to the 
design of a Medicare drug benefit. 

We have utilized pharmacy benefit managers (PBMs) to help effectively purchase 
medications, and have ensured that the company receives the benefits of their nego- 
tiations through very explicit performance standards. Our contracts with PBMs en- 
courage medically appropriate and cost-effective prescribing and dispensing prac- 
tices. Among the tools our PBMs use are: 

• Partners for Healthy Aging: An enrollee/patient and physician education effort 

which provides information on issues of pharmaceutical safety and use among 
the elderly 

• Therapeutic Interchange: Contacts with physicians to encourage use of for- 

mulary medications 

• Physician Profiling and Peer Rating: An expansion on the above which pro- 

vides feedback on quality and utilization performance 

• Severe Drug-Drug Interaction Edits: On-line, electronic feedback at the time 

of dispensing that prevents dispensing drugs that could represent life-threat- 
ening interactions. This situation often arises when an enrollee is seeing more 
than one physician and the respective physicians are not aware of all of the 
drugs the enrollee is taking. When one of these cases arises, the pharmacist 
contacts the prescribing physician and reviews the facts of the case before dis- 
pensing the potentially conflicting medication. 

• Digestive Health Solutions: Addresses unique concerns of patients with gastro- 

intestinal disease. It provides educational materials to enrollees and encourages 
appropriate prescribing practices by physicians. 


'William P. Mercer. Health Benefit Costs Up 11.2% in 2001 — Highest Jump in 10 Years. Na- 
tional Survey of Employer-Sponsored Health Plans 2001. New York: William P. Mercer, Inc. 
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• Dose Optimization: Simplifies the dosing regimen for patients and capitalizes 

on cost savings of taking one pill versus two. 

• Encourage High Quali^, Cost-Effective Generic Drug Use: When an appro- 

priate generic drug is available, it is dispensed unless the physician specifies 
“dispense as written” or the enrollee requests the brand drug. If the brand drug 
is dispensed at the enrollee request, the enrollee pays the difference between 
the cost of the generic and brand, in addition to the normal co-pay. 

gm’s priorities for a medicare benefit 

GM believes that all Medicare beneficiaries — both seniors and eligible people with 
disabilities alike — should have access to an affordable, meaningful Medicare drug 
benefit. Notwithstanding our concerns about prescription drug costs, we regard such 
coverage as necessary because in many cases, prescription drugs are the most clini- 
cally appropriate and cost-effective treatment. 

We therefore believe that any Medicare drug benefit should include the following 
four components: 

• First, a Medicare drug benefit should be universal in nature. All Medicare bene- 

ficiaries should have the choice of an affordable drug benefit. The Medicare pro- 
gram has largely been a great success, representing the only population in this 
nation with the benefit of universal coverage. Virtually every private insurer for 
the under-65 population recognizes that it is essential to have a prescription 
drug benefit for quality medical care today. 

• Moreover, the distribution of seniors without prescription drug coverage is not 

limited to low-income populations. In fact, fully half of those seniors without 
coverage have incomes over 200 percent of the poverty level. Further, of those 
seniors who do have coverage today, many have extremely limited coverage or 
are at risk of losing their good coverage because of cost. Addressing this prob- 
lem effectively, therefore, means designing a universal benefit. 

• Second, a Medicare prescription drug benefit should be meaningful and affordable 

to both beneficiaries and taxpayers. To ensure a stable and accessible drug ben- 
efit that is voluntarily chosen by all beneficiaries, it will be necessary to design 
a substantive benefit that has an affordable premium. This will require a sig- 
nificant investment of federal dollars. We well recognize, however, that Con- 
gress has to achieve a bipartisan consensus around what level of federal dollars 
are available for such an investment, and clearly resources are not infinite. This 
underscores the importance of a well-managed, cost-effective prescription drug 
benefit. 

• Third, the design of the Medicare prescription drug benefit must be oriented to 

achieve positive medical outcomes and value. Just as important as designing an 
affordable, meaningful, and universal drug benefit is managing it well. It would 
be irresponsible for the Congress to pass a drug benefit without significant at- 
tention towards ensuring that the benefit is cost-effectively designed and man- 
aged. To that end, the benefit should be designed to encourage appropriate use 
of high-quality, cost-effective generic medications, require cost-sharing that 
guards against excessive and inappropriate utilization, and integrates state-of- 
the-art pharmacy management techniques that ensure the use of high-quality, 
high-value pharmaceuticals. 

• Lastly, a prescription drug benefit should provide incentives for employers who 

are already financing prescription drug coverage for Medicare-eligible individ- 
uals to continue to do so. We recognize that the Congress may not be able to 
afford the same level of benefits that many leading corporations provide to their 
beneficiaries, but it should provide a much-needed floor of protection. As such, 
it should ensure that employers and health plans currently providing drug cov- 
erage can design benefits to wrap around Medicare. Or, alternatively, Medicare 
should provide these entities with direct financial subsidies that are equivalent 
to the value of the underlying Medicare benefit. Such policies would appro- 
priately avoid penalizing firms who have generously and voluntarily provided 
such coverage and slow the recent trend of companies withdrawing their bene- 
fits for these populations. 


CONCLUSION 

GM well recognizes the design, financing, and other challenges the Congress faces 
in constructing and passing a Medicare prescription drug benefit. There are few do- 
mestic policy issues that are more important to successfiilly address. We hope that 
our experience, as well as our support, can help you develop and pass a long-over- 
due Medicare drug benefit. We look forward to working with you in the days and 
months to come. 
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Mr. Bilirakis. Additionally, I have already indicated we will 
have a large number of questions for all of you. Thank you so very 
much for taking time to be here. Appreciate it. 

[Whereupon, at 1:33 p.m., the subcommittee was adjourned.] 
[Additional material submitted for the record follows:] 

Prepared Statement of John M. Rector, Senior Vice President Government 
Affairs and General Counsel, National Community Pharmacists Association 

Mr. Chairman, Members of the Committee,^ I am John M. Rector, I serve as Sen- 
ior Vice President Government Affairs and General Counsel for the National Com- 
munity Pharmacists Association. 

The National Community Pharmacists Association (NCPA) represents more than 
26,000 independent pharmacies, where over 75,000 pharmacists dispense more than 
50% of the nation’s prescription drugs and related services. Independent phar- 
macists serve 18 million persons daily. NCPA has long been acknowledged as the 
sole advocate for this vital component of the free enterprise system. For decades 
NCPA has been the only national pharmacy association with universal state associa- 
tion membership, including those of the Committee’s members. 

The National Association of Retail Druggists (NARD), founded in 1898, has been 
the association representing the professional and proprietary interests of the na- 
tion’s community pharmacists. To mark our centennial year, the NARD House of 
Delegates voted to change the Association’s name to the National Community Phar- 
macists Association (NCPA). 

NCPA members are primarily family businesses. We have roots in America’s com- 
munities. The neighborhood independent pharmacist typifies the reliability, sta- 
bility, yet adventuresome ness that has made our country great. 

As owners, managers and staff pharmacist employees of independent pharmacies, 
our members are committed to legislative and regulatory initiatives designed to pro- 
tect the public and to provide pharmacists a level playing field and a fair chance 
to compete. We appreciate the opportunity to assist the Committee in fashioning a 
new benefit for Medicare beneficiaries to include drug product coverage and related 
pharmacist professional services. 

Competition in retail pharmacies is alive and well. Competition is an incentive for 
efficiency and the price competition in retail pharmacy is typically greater than can 
be found among other providers of health services and products. 

The independent community pharmacist of today is simultaneously a health care 
professional and a small businessperson. NCPA and its members vigorously support 
the American free enterprise system, which provides the only meaningful climate 
under which a small business can economically survive, have the opportunity to suc- 
ceed through personal efforts, and provide an important and essential service to the 
community. 

Community pharmacists are especially trained to assist you and your constituents 
with the proper use of medications. Medicines, only when used properly, can save 
lives and improve the quality of lives, and only when medicines are used properly 
can consumers, employers and governments enjoy actual systemic savings. 

The pharmacies and the 75,000 pharmacists that NCPA represents are interested 
in a wide range of health and business issues such as estate teix reform, ergonomics, 
small business tax relief, confidentiality of pharmacist-physician-patient commu- 
nications and of pharmacy records, payment for pharmacists professional services 
and assuring that PBMs process claims but are not allowed to practice medicine or 
pharmacy, accountability for “managed care,” elimination of discrimination in favor 
of mail order, and internet sales teix collection. 

The small business independent health care professionals we represent are the 
preferred choice of American consumers, including your constituents. Our members 
function in the market in a variety of forms. They do business as single stores rang- 


1 Members of the House Committee on Ways & Means: William M. Thomas (CA), Chairman, 
Philip M. Crane (IL), E. Clay Shaw, Jr. (FL), Nancy L. Johnson (CT), Amory Houghton (NY), 
Wally Herger (CA), Jim McCrery (LA), Dave Camp (MI), Jim Ramstad (MN), Jim Nussle (LA), 
Sam Johnson (TX), Jennifer Dunn (WA), Mac Collins (GA), Robert Portman (OH), Phil English 
(PA), Wes Watkins (OK), J.D. Hayworth (AZ), Jerry Weller (IL), Kenny C. Hulshof (MO), Scott 
Mclnnis (CO), Ron Lewis (KY), Mark Foley (FL), Kevin Brady (TX), Paul Ryan (WI), Clharles 
B. Rangel (NY), Ranking, Fortney Pete Stark ((LA), Robert T. Matsui (CA), William J. Coyne 
(PA), Sander M. Levin (MI), Benjamin L. Cardin (MD), Jim McDermott (WA), Gerald D. Kleczka 
(WI), John Lewis (GA), Richard E. Neal (MA), Michael R. McNulty (NY), William J. Jefferson 
(LA), John S. Tanner (TN), Xavier Becerra (CA), Karen L. Thurman (FL), Lloyd Doggett (TX), 
and Earl Pomeroy (ND). 
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ing from apothecaries to full line high volume pharmacies; as independent chains 
(e.g. 100 pharmacies) and as franchises. Whatever the form of business entity, inde- 
pendent pharmacists are the decision makers for the diverse NCPA member compa- 
nies. 

The most in-depth consumer pharmacy preference survey to date, was published 
by Consumer Reports, in October of 1999. They surveyed 18,000 consumers and 
found that consumers, especially seniors, preferred independently owned pharmacies 
for several reasons: 

Independents provided more personal attention 

Independents provided more useful information about both prescription and non- 
prescription drugs 

Independent druggists were seen as more professional, more sensitive to families’ 
needs, and easier to talk to 

Independents kept consumers waiting less time for drugs, had prescriptions ready 
for pickup more often, and provided out-of-stock medicine faster 
The 1200 plus independently owned pharmacies in the Medicine Shoppes fran- 
chise were ranked second; the supermarket drugstores (7,800 stores) were third, the 
mass merchandisers (5,300 stores) were fourth; and last were the big corporate run 
chains (19,300 stores). No preference was expressed for mail order. 

Numerous studies have documented the cost savings of comprehensive community 
pharmacy services. 

When properly utilized, community pharmacists services including compliance 
and persistence programs, for example, can save the health care system billions of 
dollars by reducing the need for much more costly medical services, including emer- 
gency room visits, hospitalization, and nursing home admissions. 

The failure by the insurers/PBMs to provide incentives for full pharmacist serv- 
ices has led to unnecessary and inappropriate prescriptions; to uncounseled pre- 
scription drug use; and to reduced patient compliance with appropriate drug regi- 
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with our small businesses through their mail order pharmacy subsidiaries or 
through contracts with other mail order companies. 

Today the marketplace for insured prescription coverage is dominated by so-called 
“managed care” companies (a.k.a. PBMs). The dominance of such companies has cre- 
ated additional barriers to competition, it has not enhanced competition. Those at- 
tempting to “manage” our market seek to reduce the number of viable competitors 
and to steer unwilling consumers to a few select competitors often including, as 
noted, their own mail order companies. 

It is important to understand that your independent pharmacists are not engag- 
ing in idle speculation when they express concerns that unrestricted PBMs would 
shift consumers away from their local pharmacy to the PBM’s own mail order com- 
panies with their characteristic high profits and under utilization of generic drugs. 
It is estimated by Wall Street PBM analysts that the PBM makes 2 to 4 times as 
much profit on an insured mail order prescription than on an insured prescription 
dispensed in a community pharmacy. 

For the past several years the major PBMs have aggressively attempted to switch 
patients to their mail order programs often switching them to a prescription drug 
not based on the patients health care needs but based on rebates from the highest 
bidder. Often the patient is switched to more expensive drugs and denied access to 
appropriate generics. 

The impact of their “so-called” care has been equally negative: reduced quality 
control and reduced quality of providers to which consumers have access, including 
providers unlicensed in the consumer’s state. In fact, the trend for the past decade 
for insured prescriptions has seen PBMs focus exclusively on the prescription drug 
product and eliminating payment for traditional professional community pharmacist 
services. Among the consequences of this “commodity only” approach has been a sig- 
nificant increase in non-compliance with the drug regimen prescribed by physicians 
and as a consequence diminished quality of life for covered consumers and their 
families. 

NCPA members are forced to accept whatever payment the insurance industry 
and its PBMs dictate. Simultaneously the insurance industry and its’ allies brazenly 
characterize such payments as discounts “negotiated” by pharmacies. 

Experts on the insurance industry and their PBM’s practices know that to charac- 
terize the payment for pharmacists fixed by the insurance industry and its PBM 
intermediaries in “take-it-or-leave it” contracts as negotiated by the pharmacists is 
akin to characterizing the victim of an armed robbery as having donated cash to 
the assailant’s favorite charity. 

PBMs refuse to negotiate with independent pharmacies and it is unlawful for sev- 
eral independent pharmacies to collectively negotiate prescription drug contracts 
with PBMs. In the last Congress the House of Representatives voted 276 to 136 for 
H.R.1304, the Quality Health Care Coalition Act, which would have authorized such 
small business contract negotiations. It is enlightening to recall that the PBMs, rep- 
resented by Express Scripts, unsuccessfully urged the House Judiciary Committee 
to deny independent pharmacists and their consumers, including seniors, economies 
of scale regarding products and services achievable through fair negotiations. 

Rather than further erode the small business pharmacy infrastructure through 
the dictates of our “managed care” competitors, the Committee should guarantee 
Medicare beneficiaries protections similar to those provided by H.R.1304. Allowing 
pharmacists to negotiate would help put an end to the present ability of the insur- 
ance industry and its PBM intermediaries to unilaterally fix pharmacy payments 
and to reduce the quality of care. Negotiations would help to put an end to the tying 
of prescription insurance coverage to the mandatory or coercive use of mail order 
pharmacy, which denies consumers equal access to neighborhood pharmacies and 
the services of independent pharmacists. Incidentally, this bipartisan legislation has 
been reintroduced as H.R.3897, by Representative Bob Barr (R-GA) and John Con- 
yers (D-MI). 

We also recommend that the Committee carefully review the growing number of 
lawsuits against PBMs brought by patients, health plans, employers, and others al- 
leging PBM violations of their fiduciary duties. The PBMs have countered by claim- 
ing that they are not obligated to fulfill a fiduciary duty and are only obligated to 
lookout for their bottom line interests. Would this be the case with Medicare? 

Regarding the affordability of prescription drugs for all Americans, including 
Medicare eligible persons, we recommend two steps: First, the full implementation 
of the Medicine Equity and Drugs Safety Act (MEDS) P.L. 106-387, which would 
allow the importation by pharmacists of FDA approved drugs from select countries, 
principally, Canada, United Kingdom, and the European Union. Secondly, the enact- 
ment of Representatives Cliff Stearns (R-FL) — H.R.1127, which would restore, for 
federal tax purposes, the first dollar deductibility of prescription drugs. 
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On behalf of the members of the National Community Pharmacists Association, 
we thank the Committee for the opportunity to provide our views on Medicare re- 
form. 


(Exhibit 1) 

Assuring a Quality, Cost-Effective Pharmacy Benefit for America’s Seniors 

A Unified Agenda for American Pharmacy 

ACADEMY OF MANAGED CARE PHARMACY (AMCP) (WITHDREW SUPPORT) 
AMERICAN COLLEGE OF CLINICAL PHARMACY (ACCP) 

AMERICAN PHARMACEUTICAL ASSOCIATION (APHA) 

AMERICAN SOCIETY OF CONSULTANT PHARMACISTS (ASCP) 

AMERICAN SOCIETY OF HEALTH-SYSTEM PHARMACISTS (ASHP) 

NATIONAL ASSOCIATION OF CHAIN DRUG STORES (NACDS) 

NATIONAL COMMUNITY PHARMACISTS ASSOCIATION (NCPA) 

NATIONAL COUNCIL OF STATE PHARMACEUTICAL ASSOCIATION EXECUTIVES (NCSPAE) 

As policymakers discuss a comprehensive Medicare outpatient pharmacy benefit, 
we encourage Congress and the Administration to carefully consider the views of the 
nation’s pharmacists 
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these services and products — as well as a reasonable return on investment — in every 
type of pharmacy practice setting in which the care and services are provided. 

OUR KEY CONCERN 

None of the legislative proposals introduced to date in the 107th Congress ade- 
quately address our two core beliefs: access to and coverage of both medica- 
tions and pharmacists' medication therapy management services. In review- 
ing the bills currently being considered, one would conclude that Congress believes 
that it will have served Medicare beneficiaries well if it can simply find a way to 
help Medicare buy medications at the reduced prices currently being paid by other 
federal purchasers and then turn the administration, management, and delivery of 
services over to 91 private sector” entities sometimes referred to as prescription ben- 
efits managers (PBM’s). 

For example, under several existing proposals, PBM’s are charged with “managing 
care,” “developing drug formularies,” “increasing generic drug use,” “negotiating dis- 
counts with pharmaceutical manufacturers,” “placing price controls on community 
pharmacies,” and “providing medication therapy management programs to seniors.” 

While we believe that PBM’s can and do have an important role in performing 
many of the administrative tasks associated with providing the pharmacy benefit 
to seniors, we have serious reservations about the nature and scope of “patient care 
and cost management” tasks that many of the current proposals would assign to 
PBM’s. In fact, some evidence suggests that PBM’s are not effective in performing 
these latter activities. Pharmacists and pharmacies are the real “private sector’ pro- 
viders of care and service to patients. Pharmacists and pharmacies provide services 
and work with patients at their point of care to accomplish appropriate medication 
use and accurate dispensing. It is pharmacists and pharmacies, our members, upon 
whom senior citizens and the Medicare program will ultimately rely to achieve the 
outcomes we all seek for a successful Medicare pharmacy benefit. 

WHAT SHOULD BE DONE 

Our organizations are jointly committed, prepared, and able to work with the 
107th Congress, the Bush Administration, the pharmaceutical industry, HCFA, phy- 
sician organizations, senior advocacy groups, and other interested parties to help de- 
sign a Medicare outpatient pharmacy benefit that improves medication use, helps 
control overall health care costs, and enhances the quality of seniors’ lives. The 
pharmacy, medical, and health care literature all provide ample evidence that these 
goals are compatible, not mutually exclusive. Its, we have to wortoge othen to 
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a) The PCMA testimony to the Committee on June 13, 2002 at page 5, where they 

stated: “Any legislation that does not empower us as PBMs to negotiate dis- 
counts and other pricing concessions from drug manufacturers and phar- 
macies — as we do today in private plans — will not be able to deliver the antici- 
pated cost savings. Our members are strongly united on this point.” 

b) The 3/22/00 GAO presentation to the Committee and to the Senate Finance Com- 

mittee entitled Prescription Drug Benefits: Applying Private Sector Management 
Methods to Medicare at page 6: “Similar to their negotiations with manufactur- 
ers, PBMs negotiate with retail pharmacies to obtain prices that are well below 
pharmacies’ usual price for customers without drug coverage.” 

c) The PhRMA 6/12/00 ad in National Journal’s Congress Daily AM at page 7, which 

states “For 150,000 Americans with a prescription drug insurance benefit, their 
private health plans have had considerable success negotiating meaningful price 
discounts on pharmaceuticals. However, 12 million senior Americans now have 
no prescription drug insurance coverage. As a result, most of them pay full price 
for their medicines. That’s because they don’t have the market clout that comes 
with a drug insurance benefit. If all seniors had access to private market dis- 
counts, the medicines they need, on average, would cost 30% to 39% less.” 

As noted in 2000, H.R.1304, which would allow our members to negotiate with 
health plans and PBMs was approved on 6/29/00 by 276 to 136. Committee members 
voted 19 to 37 (9 R’s and 10 D’s) for H.R.1304. 

2. Regarding the PBM corporate strategy to shift patients to their highly profit- 
able mail order businesses the following references are enlightening: 

• FAC Equities — Division of the First Albany Corporation — October 4, 2001 Re- 

search Report on Express Scripts, Inc. recommending a Buy 

Page 3 of the report under Investment Merits states that “mail order sales are 
roughly 2 times to 3 times more profitable on a per adjusted script basis than retail 
script.” 

• WR Hambrecht Company Report — March 22, 2001 on CareMark Rx recom- 

mending a Buy 

Page 2 of the report notes “PBM mail order script margins are 4 times higher 
than retail scripts. 

• CareMark Rx Inc. lOK — December 21, 2000 

Page 3 “In 2002 the company, implemented a program designed to encourage its’ 
customers to refill prescription which were originally filled in its’ retail network 
through its automated mail service pharmacy.” The company also operates a net- 
work of 17 smaller mail service pharmacies. 

3. According to IMS Health (See enclosed bar graph), the PBMs under utilize ge- 
neric drugs. We believe that the Committee should help assure that any new Medi- 
care benefit provide seniors with no fewer than the 50 to 55% level of generic pre- 
scriptions made available currently to seniors and others through independents 
community pharmacies. 

A related issue is the pricing of generic drugs. PBMs seem not only to under uti- 
lize generics but also reportedly charge significantly higher prices for generics. For 
example, earlier this year, a Merck-Medco plan for Connecticut state retired teach- 
ers entitled “Prescription Drug Server” mandated mail order coverage. One con- 
sequence of eliminating local pharmacies as a choice for retired teachers was prices 
for generic drugs three times greater than the change in independent community 
pharmacies in Connecticut. (For example, the charge for a community pharmacy of 
$34.23 and for Merck-Medco mail a order charge of $100.38 for a 90 day supply of 
300 tablets of the same generic drugs). Fortunately, on April 1, 2002, this Merck- 
Medco mandatory mail order program for Connecticut retired teachers dropped its’ 
mandatory mail order requirement in response to protests about the Merck-Medco 
generic drug overcharges. Unfortunately, the retired teachers plan still discourages 
the teachers from using their community pharmacy through discriminatory co-pay- 
ments that favor Merck-Medco’s mail order business. 

Initially, the AARP mail order pharmacy business was synonymous with generic 
drugs. Since IMS Health data does not capture the marketing practices of our non- 
profit competitors, such as AARP, we can only speculate as to whether AARP may 
also under utilize generic drugs. 

4. Numerous studies, as noted, underscore the systemic value of coverage and 
payment for pharmacist care services. On such study is entitled “The $76 Billion 
Dollar Question” funded by our foundation; the National Institute for Pharmacist 
Care Outcomes; and Merck. Interestingly, the former director of health benefits at 
GM, Mr. Beach Hall in 1992 observed in this study, “that pharmacist care is the 
most critical quality and cost controlled vehicle we bave in the entire health care 
system.” 
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As Committee member, Representative Portman observed rather than $76 billion, 
our health care system is now wasting $150 billion annually due to inappropriate 
prescription drug use and unnecessary hospitalizations and nursing home place- 
ments. In other words, a dollar wasted for every dollar spent annually on prescrip- 
tion drugs. Appropriate payment for pharmacist professional services could signifi- 
cantly reduce these unnecessary expenditures. 

It is important, in our view, that the Committee is aware of the joint statement 
on prescription drug benefit under Medicare announced by our group and Pfizer on 
6/11/01. It stresses the value of pharmacist care services, including, persistency, pa- 
tient compliance, and appropriate counseling. 

It is noteworthy that the 1988 Medicare catastrophic law established per prescrip- 
tion payment for a participating pharmacy as AWP -i- $4.50 indexed. In today’s mar- 
ketplace, fourteen years later, had the bipartisan law signed by President Ronald 
Reagan not been repealed, the payment would be $10.94. 

Representative Nussle raised a question regarding the ability to retain phar- 
macists in rural areas. Senate legislation, S.IO has an incentive provision for pay- 
ment for independent pharmacists in rural areas. Importantly, II.R.3626 by Rep- 
resentatives Emerson and Ross recognizes the value of pharmacist professional serv- 
ices for a new Medicare benefit. 

5. Regarding Representative Foley’s expressed enthusiasm for the Administra- 
tion’s “so-called” discount card, the Committee should carefully review the 12/01 
GAO report stating an average savings of approximately 11%. This percent did not 
reflect the monthly fees, (for example, $9.95 for an individual and $19.95 for a fam- 
ily) charged for the cards. Savings, if any, were somewhere between 1 and 5 percent. 

Regarding Mr. Foley’s expressed intent to legislate the Administration’ s proposed 
card, it is important to recall the Federal Judge Paul Friedman on 9/6/01 in 
NACDS I NCPA V. HHS enjoined the plan because HHS had no authority to under- 
take an endorsement plan and had proceeded unlawfully. The bottom line, however, 
was that the Court found that implementation of the plan would cause irreparable 
harm, especially to the small business pharmacies that we represent. Enacting leg- 
islation would only institutionalize the irreparable harm to small businesses. 

6. Mention was made that allowing Medicare to negotiate with drug makers could 
“distort” the marketplace. The independent pharmacy marketplace where phar- 
macists are not able to negotiate has been totally distorted by one sided contracts 
dictated by PBMs. Assuring pharmacists, the ability to negotiate would help amelio- 
rate the distortion. 

Please see the enclosed 4/02 article in America’s Pharmacist entitled “The Tug of 
Wars with PBMs”, which highlights the various facets of PBM distortion of our mar- 
ketplace. 

Once again, we especially appreciate the opportunity to assist the Committee and 
staff as you revisit the subject of Medicare pharmacy benefit. 


Prepared Statement of Infectious Diseases Society of America 

As the House Ways and Means Committee debates providing prescription drug 
coverage to one of the nation’s most vulnerable populations — the elderly — under the 
Medicare program and develops legislation to implement this important change, the 
Infectious Diseases Society of America (IDSA) strongly urges Committee Members 
to include coverage for home-based outpatient intravenous (IV) antimicrobial ther- 
apy and the related physician case management services and supplies in this new 
benefit. IDSA represents nearly 7,000 physicians and scientists devoted to patient 
care, education, research, and community health planning in infectious diseases. As 
the physicians who coordinate care for patients with serious infections, our members 
are keenly aware of the how Medicare’s failure to cover home-based outpatient IV 
antimicrobial therapy disadvantages both American taxpayers and the Medicare 
beneficiaries. 

Medicare policy prohibiting coverage of outpatient, self-administered drugs has se- 
verely limited access of Medicare patients to ambulatory IV therapy, thus forcing 
them to rely on more costly and less-convenient inpatient hospital care. Covering 
home-based outpatient IV antimicrobial therapy and its related services and sup- 
plies under Medicare would greatly benefit American taxpayers as home-based ther- 
apy is a safe and much less-expensive alternative to providing it in the hospital. 
This is why most private insurers and many Medicare HMOs cover this service. The 
benefit to elderly patients receiving this therapy in their home is improved quality 
of life, convenience and time-saved. 

IDSA understands that Congressional leaders are considering adding a limited 
drug benefit that would cover cancer drugs to the Medicare program. We applaud 
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and encourage the addition of this important new benefit, but strongly urge that 
such a benefit also include coverage of outpatient IV antimicrobial therapy. In addi- 
tion to IDSA, the American Medical Association also has endorsed this approach. 
Their written policy states that AMA “endorses the use of home injections and/or 
infusions . . . (including chemotherapy and/or antibiotic therapy) for appropriate pa- 
tients under physician supervision, and encourages [CMS] and/or other insurers to 
provide adequate reimbursement for such treatment” due to “the benefits of such 
treatments in terms of cost savings, increased quality of life and decreased mor- 
bidity.” [AMA policy H-55.986] 

The Problem 

Unlike many private insurers and Medicare health maintenance organizations 
(HMOs), the Medicare fee-for-service program does not cover IV antimicrobial ther- 
apy provided in the home whether self-administered or administered by a trained 
health professional. This means that patients must stay in a hospital, sometimes 
for several weeks, where they are at risk of exposure to hospital-acquired infections, 
or travel to their physician’s office, sometimes twice a day to receive this treatment. 
Not only is home-based drug infusion therapy safe and effective, it also is much less 
expensive. Whereas hospital-based antimicrobial IV therapy typically costs $1,000 
per day, home-based therapy costs less than $200 a day. One study estimates that 
Medicare can save approximately $6.3 billion in 10 years simply by covering home- 
based IV antimicrobial therapy. 

Medicare patients are often outraged when they discover that Medicare won’t 
cover this essential therapy unless they are hospitalized for long periods of time or 
visit their doctor’s office as often as seven days a week for weeks on end. For rural 
patients, this can mean traveling 150 miles a day to receive this 15-minute treat- 
ment that they could easily receive at home. Their frustration is exacerbated when 
they discover that patients who are privately insured or covered by Medicare HMOs 
are released from the hospital to continue drug therapy at home. 

Treating Medicare beneficiaries in their homes also would reduce their exposure 
to hospital-acquired, antimicrobial-resistant infections. Hospital-acquired infections 
affect over 5 percent of hospitalized patients and result in increased costs to the 
Medicare program. On average, hospital-acquired infections tend to add four days 
to a patient’s hospital stay and cause more than 20,000 deaths a year. 

When is IV Antimicrobial Therapy Necessary? 

Physicians routinely prescribe antimicrobial IV therapy for serious infections that 
cannot be treated with oral antimicrobial agents. When prescribed with a physi- 
cian’s oversight, IV antimicrobial therapy is a safe and effective way to treat a num- 
ber of infections, including certain bone and skin infections, endocarditis (an infec- 
tion of the heart valves), pneumonia, bronchitis, urinary tract infections and pelvic 
inflammatory disease. Osteomyelitis, a bone infection, frequently requires long 
courses of therapy with high concentrations of intravenously administered 
antimicrobials. Drug treatment for four or more weeks is common. Cellulitis, an in- 
fection of the skin and surrounding tissue, is another condition commonly treated 
in this manner. Serious fungal and viral infections often occur in people who have 
impaired immune systems, such as those with AIDS, diabetes or who have received 
an organ transplant. Moreover, antimicrobial infusion therapy can be tremendously 
beneficial for people predisposed to repeated infections, such as those with cystic fi- 
brosis. Traditionally, these individuals must be admitted to hospitals frequently to 
treat recurring infections. They also are those at highest risk for catching new infec- 
tions in a hospital. 

Osteomyelitis, cellulitis, endocarditis, and pneumonia account for over 80 percent 
of all cases requiring IV antimicrobial therapy. Together, these conditions account 
for nearly six percent of the 12 million annual Medicare hospital discharges, at a 
cost of over $4 billion annually. 

Services and Supplies Necessary for Outpatient Drug Therapy 

In addition to antimicrobial drugs, other services and supplies are necessary for 
safe and effective outpatient IV antimicrobial therapy. First, physicians must pre- 
scribe and oversee the therapy. Physicians select the appropriate drug, dosage, and 
length of treatment; monitor the patient’s progress; look for side effects of the ther- 
apy; and respond to any emergencies. Second, nurses usually educate patients and 
their caretakers about administering the infusion and caring for the infusion site. 
They also may monitor the patient’s progress, coordinate care, and oversee the ac- 
tual IV infusion. Third, pharmacists prepare and distribute the prescribed drugs 
and respond to patients’ questions regarding the therapy and its side effects. Some- 
times they monitor laboratory results and collaborate with physicians and nurses 
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to adjust drug dosages. Finally, laboratory services are necessary to monitor the pa- 
tient’s status and response to therapy. 

Medicare currently does not reimburse physicians for their services unless they 
see the patient directly or the patient is enrolled in the home health or hospice pro- 
gram. Safe and effective home drug therapy, however, requires continuous, active 
oversight by a knowledgeable physician. Ongoing physician involvement is as impor- 
tant in the outpatient setting as it is in the hospital. Although physicians probably 
will need to meet with patients weekly while the outpatient IV antimicrobial ther- 
apy is underway, they also will need to spend a significant amount of time coordi- 
nating care with the patient and other health professionals, reviewing laboratory 
test results, and generally monitoring the patient’s progress and any complications. 

As for equipment, two types are critical. First, there must be an access device to 
insert the drug into the body. Peripheral (IV) catheters, central catheters and sub- 
cutaneous ports are examples. Next, an infusion device controls the rate of drug 
flow. Infusion devices range from sophisticated pumps that allow for the infusion 
of multiple drugs at different rates to simple syringes and gravity drip systems. As 
opposed to narcotics and other pain medication, IV antimicrobial agents tend to use 
fairly simple and inexpensive access and control devices. Other equipment that may 
be needed include IV poles, tubing, and dressing supplies. 

Finally, it is not clear that physician dispensing of the drugs and pump used in 
outpatient antimicrobial therapy to patients in their homes is exempt from the 
Stark law’s prohibition on self-referrals. Thus, we urge Congress to strongly con- 
sider a remedy to ensure that physicians be permitted to dispense these drug thera- 
pies and the necessary pumps. 

The expansion of Medicare coverage to include outpatient IV antimicrobial ther- 
apy is a cost-effective reform that will give Medicare beneficiaries access to the same 
therapies, safety and convenience as their private sector counterparts. Modernizing 
Medicare benefits to include coverage for this drug therapy makes good common 
sense and is essential to the good health of our nation’s elderly people. 
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Responses for thb Record of Craig L. Fulibk, Prskdent and CEO, 

National Association of Chain Drug Stokes 

1. What was MACDS' motivation for announcing the Pharmacy Benefit One Card? 
What requirements do you have for your card that are not In the President's 
proposed card? Also, type of discounts would your card provide, and would 
these be greater, Jess than or equal to those programs that McKesson has and the 
President is proposing? 

NACDS,' Riarmac^ Care One Card Is not a discount cani. MACDS has developed a two- 
part strategy to help seniors better access manufacturer subsidy and discount programs. 
Rrst, we formed the Pharmacy Care Alliance that will help educate seniors about 
manutecturers’ pharmaceutical discount card programs, We also created the Pharmacy 
Care One Card, with the goal of universalizing the many manufacturer discount and 
subsidy card programs with ‘one card“ to facilitate use by low-income seniors and 
processing by the pharmacy. 


The card will allow eligible seniors to conveniently access multiple manufacturer 
discount and subsidy programs for multiple presciiptlons. NACDS announced the 
program because all the information the pharmadst needs to help the senior fill multiple 
prescriptions should be available through one database source. The Pharmacy Care 


i 
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Who have questions about muitipie medications. The Pharmacy Care One Card also 
reduces confusion and inconvenience for senior, and maximizes seniors’ choice since all 
manufacturers and pharmacies can participate. 

The type of discounts that would be provided under the Pharmacy One Card really 
depend on the' individual manufacturers offering the discounts, li Is up to the 
manufacturers to decide the parameters of their program, including eligibility and 
discounts. We believe that this cand program Is superior to the Bush Administration 
proposal for several reasons. First, we believe that most of the discounts to seniors 
under the Bush plan would come from low-margin pharmacies, not the drug 
rnanufacturers. Card sponsors (i.e, PBMs), have every incentive to collect and retain 
rebates under the Bush plan with no obligation to pass these leveraged dollars onto the 
consumer. 

Second, the Bush plan would restrict seniore’ use of card programs to one endorsed 
card program in any given six-month period. The Pharmacy Care One Card would allow 
seniors to access any manufacturer discount or subsidy program without restrictions as 
tong as they meet eligibility criteria. 
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2 . is the profit margin for cash paying customers higher than the margin for 
customers with drug coverage? Will you please break out those differences and 
share the percentage of cash paying customers versus those with drug coverage? 

Net profits in community pharmacies are only about 2 percent, in general, over 85 
percent of all prescriptions are paid for by third party plans, including Medicaid 
prescriptions. Only about 15 percent of the average j^armacy’s prescription business is 
paid for out-^f-podeet, or in cash. 

The profitability of third-party prescription plan business really depends on several 
factors, including' the number of prescriptions paid for by that plan, the mix of drugs and 
the use of generics in that plan, and the percentage of times that the pharmacy's. usual 
and customary charge serves as the payment rate for the third party plan. It is no secret 
'hat many third party plans and PBMs pay pharmacies less than their costs of 
dispensing prescriptions and providing professional services. Many pharmacies 
compensate for this inadequie reimbursement in Bie majority of their prescription sales 
business ttirough sales of non-prescription and other non health related products and 
services. In fact, grass margins on thirt party prescriptions have dropped precipitously 
over the last few years. 

Moreover, while it is assumed that pharmacies have greater profits or margins on cash 
prescriptions, pharmacies also do not have significant flexibility on cash pricing. That is 
because pharmacies operate in a highly-competitive marketplace. Consumers shop for 
price for prescriptions. While margins may be slightly higher on the mix of cash 
prescriptions that a pharmacy provides, that is not always the case. It depends on the 
location of the pharmacy, the type and mix of drugs dispensed and the use of generics. 


3, On average how much time do pharmacists spend with customers? Can you 
elaborate on the types of activities that pharmacists engage in when helping 
patients? 

Under Federal Medicaid law and almost all state laws, pharmacists are required to offer 
to counsel all customers on the proper use of their medications. Some medications are 
complex to use and require that the pharmacist spend a significant amount of time 
explaining how to use the drug. Other medications take less time. The type of services 
provided by a pharmacist to a patient depends also upon the nature of the patient’s 
condition. For example, some pharmadsts have special training in disease 
management, such as diabetes, osteoporosis, and glaucoma. These pharmacists might 
spend additional time with patients beyond the normal counseling functions, it is 
important to assure that pharmacists are paid adequately for both providing the 
medications, explaining how it works, and providing the services. Unfortunately, third 
party payors, including PBMS, who pay for more than 85 percent of all prescriptions, do 
not value these important services and rarely pay pharmacists for these services. 
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4. Do ptiamiacists fill and dispense ail medicines that are distributed in a 
pharmacy? 

Pharmacists are responsible for filling and dispensing ail prescription medications in a 
pharmacy. Pharmacists are often assisted by trained support personnel, such as 
pharmacy technicians, in performing some of the manual and administrative tasks in 
filing and preparing the prescription for dispensing. Additionally, there are new 
technologies In some pharmacies - such as central fill stations and robotics - that assist 
the pharmacist with the prescription filling process, tn all these cases, the professional 
tasks relating to assuring the prescription was filled correctly, and that the patient is 
counseled on medication use, ultimately rest wnth the pharniacist. 


5. in your view, why is the Pharmacy One Card a better approach than other 
prescription drug card programs? 

We hope that the PharmacyCareOneCard wilt be viewed by President and Congress as 
an innovative and earnest response to helping seniors. We believe that the 
PharmacyCareOneCard puls freedom of choice in the hands of the consumer, ■ relies on 
the competitive market power of manufacturers and community phamiacies; won't 
sncentivi^ the use of unregulated mail services, so it gives seniors essential face-to-face 
counseling from a pharmacist. The power of a "one card" concept has already been 
demonstrated in the marketplace. Manufacturers have been competing with one another 
to offer better and better subsidies or discounts on their products. Traditional prescription 
drug discount card programs do not create this kind of true competition, and rely on 
obtaining mast of fheir discounts from retail pharmacies. 



126 


Responses to Que^ons from Chairman Bilirakis 

Following April 17, 2002 hearing cm “Creating a Medicare Prescription Drug Benefit: 
Assessing Efforts to Ifelp An»rica*s l^w-Licome Services” 

Submitted by Brian Tyler, Ph.D. 

Senior Vice President, Business Development and Strategy 
McKesson Corporation 

McKesson Corporation serves as Administrator of the Together Card 


1. Why was McKesson chosen as Administrator of the Together Card? 

The COTipanies chose McKesson l«cause of its extensive experience administoing 
patient assistance programs and its leading position in serving the retail pharmacy 
market. McKesson’s broad relationship with pharmacy will help the Together 
Card enlist the participation of pharmacies throughout the United States. 

2. Has the response exceeded your expectations? If so, do you have the capacity 
to handle such a voluminous response? 

We are happy to report that since the card launched on April 10“', there has been 
tremendous enthusiasm and support. As of May 1 2“', wc have received nearly 450,000 
requests for application forms, and have recorded 1 .4 million Web site page views by 
people seeking more information about the Together Rx^ Card. Our systems are 
ttesigned to handle this capacity. 

By the time the card is operational in June, we hope to have reached a large 
percentage of the estimated 8 million to 1 1 million Americans who might be eligible 
for the program. 

3. Have most of the m^jor retail drug chains agreed to honor the Card? What 
about independents? Will beneficiaries in small towns or rural areas be able 
to use the benefits of the Together Rx*'^Card? 

We are very pleased that thousands of pharmacies across the country have already 
a^^eed to accept the Together Rx™ Card. These include major chains that serve both 
rural and urban areas, such as Wal-Mart, Rite Aid, CVS, Walgreens, Target, 
Albertson’s, Costco, Kroger, Safeway and Eckerd as well as more than 4,000 
independent pharmacies across the United States in both rural and urban regions. 
Importantly, the participating pharmacies have agreed to pass-through to the 
cardholders 100% of die savings offered by the pardcipating Together Rx™ 
companies on their included products. 
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4. Will you please explain in more detail how the discounts achieved in the 

Together Rx^^Card will be passed through to cardholders, and how much of 
a savings will they actually see? 

The Together Rx^'^ Card is desi^ied to provide assistance to eligible Medicare 
enroll^s in the form of a doll^ amount that the participating manufacturer will 
provide directly to a consumer on its specific product in the fomi of a direct-to- 
consumer savings (i) that the consumer may use to pay a portion of his or her 
pharmacy's charge for a prescription drug or (ii) that will result in the consumer 
receiving a supply of a prescription drug for a fixed amount. The minimum savings 
that will be offered by a member company under the Together Rx^^ program is equal 
to 15% percent of the manufacturer's 'fist price to wholesalers" for the specific drug. 
Each participating pharaiaceutica] company makes its own decision regarding which 
of its drugs it will include in the Together Rx™Card and sets its own savings 
independently. 



will receive savings at the point of sale on prescription medicines from the seven 
participating companies that are included in the program. Eligible consumers may 
expect to save approximately 20 percent to 40 percent and, in some cases 
substantially more, off the price they usually pay at their pharmacy for prescription 
medicines from the participating companies. The companies, in turn, will reimburse 
the pharmacies through McKesson for this savings amount. 

Actual consumer savings will vary depending on their pharmacy’s customary pricing 
for the specific drug. Usual and customary pricing refers to the price generally 
charged by a pharmacy to a cash customer. To participate in the Together Rx™ 
program, pharmacies must limit their charge to the patient so that the patient will 
receive the full benefit of the savings provided by the manufacturers. To compete in 
their local market, pharmacies may choose to reduce tiieir prices even further. 
However, retailers have a broad range of pricing policies, so cardholders should also 
continue to comparison shop to ensure th^ r^ive the lowest price. 

5. Will It be possible for Together Kx*^ Card members to learn about free 
pharmacy assistance programs that companies participating in the card 
offer? If so, how will members access these types of programs? 

Yes, the enrollment process is designed to identify and notify applicants who may be 
eligible to receive medicines for free or jU a nominal cost through patient assistance 
pro^ams provided by the individual pardcipating companies or by the foundations 
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Tricia Neaman, Sc.D. 

Vice President and Director* Medicare Policy Project 
Henry J. Kaiser Family Foundation 

Responses to written questions submitted following bearing on “Creating a 
Medicare Prescription Drug Benefit: Assessing Efforts to Help America’s Low- 
Income Seidoi^*^ (April 17* 2002) 


1 , The President is proposing tiiat Ccm^ss enact a drag benefit for low-income seniors 
oniy. Under the President’s plan, states would have the option to cover seniors with 
incomes up to 150% of the federal poverty level - about $1 3,300 per year for an 
individual - through drug only assistance programs. Your testimony included many 
statistics on seniors without drug coverage, not all of whom are low-income. Could 
you tell me which seniors the President’s plan would leave out? 




A 


Medicare beneficiaries with incomes up to 1 50% of the federal poverty level through 
state programs. While this approach would target beneficiaries in greatest financial 
need, it would not help the majority of seniors who lack drug coverage. More than 
half (59%) of beneficiaries without prescription drug coverage throughout the year in 
1998 (the most recent year for which such data are available) — or about 6 million 
beneficiaries — had incomes above 150% of poverty and would be ineligible for 
assistance under this proposal. If states do not elect to participate under the proposed 





2. Tlwre are some existing state-level programs to help low-income Medicare 

beneficiaries with prescription drug costs. The President would like to build on these 
programs to provide drugs to low-income seniors under 150% of the federal poverty 
level. Arc these programs available in all states? How many people do they cover? 

To date, 32 states have established or authorized a state pharmacy assistance pro^am 
to assist Medicare beneficiaries with their prescription drug bills. There is great 
vari^ion across these programs, however, in terms of how they are structured, the 
populations they cover, the benefits they offer, and the way in which they are 
financed. Enrollment levels are also highly variable, with more than two-thirds of all 
enrollees in these programs living in just three states (New Jersey, New York, and 
Pennsylvania — the states with the three oldest programs). 

a. The General Accounting Office (GAO) completed a study in September 2000 
on the state pharmacy benefit programs avmlable to seniors. (GAO. State 
Pharmacy Programs: Assistance Designed to Target Coverage and Stretch 
Budgets. HEHS-00-162, September 6. 2000.) GAO found that there is an 
enormous ^ount of variability among the state-b^ed programs. Deductibles 
alone in these progr^s vary substantially from none to $640. Could you 
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elaborate on the types of assistance these programs offer and how 
comprehensive it is? 


Some state pharmacy assistance programs operate more like traditional 
insurance, with subsidized benefits, but target assistance to beneficiaries with 
low-income beneficiaries (PA and NY, for example). Others, such as 
California, operate as discount programs and offer price reductions to any 
individual who presents a Medicare card at their local pharmacy. Due to this 
variation and the associated challenges of tracking data on enrollment and 
utilization of these benefits, it is very difficult to draw conclusions about how 
comprehensive (or universal) these programs are. States are likely to face 
increasing challenges in cemtinuing such coverage given the rising costs of 
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how benefits would vary across states. 

d. The President’s proposal would provide funds at a 90% federal match for 
states to extend drug coverage to low-income seniors between 100% and 
150% of the federal poverty level, hi order to receive these funds, states that 
did not already provide drug coverage to seniors up to 100% of poverty would 
need to do so first. The money to cover seni<K^ up to 100% of poverty would 
be available to states at the regular Medicaid match rate, which is much lower 
than 90%. How many states would first need to spend money at the regular 
Medicaid match rate to cover seniors up to 100% of poverty? What is the 
likelihood that these stales will take on additional fiscal responsibility at this 
point, if they are struggling to balance their budgets? 

It is not specified in the Administration’s proposal whether states that do not 
already offer coverage to those up to the poverty level would need to do so in 
order to draw down additional federal dollars at the enhanced federal match 
for those between 1 00%- 1 50% of poverty. As of today, only 1 6 states (and 
the District of Columbia) provide full Medicaid benefits (and thus drug 
coverage) to those with incomes up to the poverty level. If states are required 
to cover beneficiaries up to poverty level before taking advantage of the higher 
matching rate, then the majority of stales (34) would first have to expand 
coverage to assist low-income seniors up to 100% poverty before they could 
expand their programs at the 90% federal matching rate. Again, it is not clear 
whether many states would elect to expand coverage at the current matching 
rate, given that prescription drugs are currently the fastest-rising cost item in 
state Medicaid budgets and that 40 states are facing budgetary shortfalls (as of 
January 2002). 

e. The Administration has stated that states could implement low-income 
assistance programs faster than die Federal Government could implement a 
drug benefit for all seniors. This is part of the Administration’s rationale for 
proposing a low-income only drug benefit. Based on your knowledge of state 
programs, how long will it take all states to get low-income programs up and 
running? 

There is currently great variation across the stales in terms of the 
infrastructures they have in place for providing drug coverage to low-income 
Medicare beneficiaries. The ease and speed with which an individual state 
will be able to get an expanded program up and running will depend on 
whether they have a stale pharmacy assistance program already in place — and, 
if so, what kind — as well as on the efficiency and versatility of its Medicaid 
program. States that have devised successful outreach and enrollment 
processes for their state pharmacy assistance programs will likely have an 
easier time adapting their programs to an expanded pool of beneficiaries. In 
those states that have less well-developed programs in place — or, in the case 
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of State pharmacy programs, no program at all — the administrative burdens of 
eligibility determination and enrollment may prove especially cumbersome, 
and time consuming. 

f. In general, are there problems with leaving the design and administration of a 
low-income drug benefit up to the states? so, please describe. 

Many proposals under discussion would rely on states to administer benefits to 
low-income beneficiaries, but propostds differ widely on the additional 
responsibilities given to the states. Virtually all proposals would have states 
determine eligibility for benefits, but proposals vary on other key issues, 
including whether the basic structure of the program is defined by the state, 
and the role of the state in financing benefits and subsidies. The 
Administration’s proposal would give states great flexibility in designing both 
the structure of the program and the scope of covered benefits. Based on the 
experience of other state-based initiatives, under this approach, low-income 
beneficiaries would fare very differently depending on the state in which they 
live. This would have a significant intact on whether benefits are offered in 
the first place. In addition, the generosity of benefits and the time it takes to 
implement the new program would vary from state to state. 

3. The Subcommittee’s April 17"* hearing on prescription drugs focused on providing a 
benefit for low-income seniors. Medicare already has several programs in place that 
help low-income beneficiaries. However, enrollment in low-income assistance 
programs is historically low, and many people believe that these programs are not 
well-administered. What are some of the ways that administration of low-income 
assistance programs could be improved? What can Congress do to improve access 
for low-income seniors to these programs? 

While there are various state programs in place that are designed to assist low-income 
seniors, low participation is a well-documented concern. Findings from a series of 
focus groups recently conducted for the Fourxlaiion with low-income Medicare 
beneficiaries indicate that many seniors have not heard of many programs for which 
they may be eligible. Even if they have heard of programs, such as Medicaid, many 
assume it is a program for women and children, rather than seniors. When seniors 
with some experience are asked about Medicaid, a variety of issues were raised: some 
did not know where to go to apply for benefits; once they begin the application 
process, many found the forms difficult to read and hard to complete without 
substantial assistance. With this in mind, states could take several measures to 
improve the process of helping low-income beneficiaries apply for new benefits. 

These include: 

simplify the application forms and make them more widely and readily 
available; 

allow beneficiaries to “self-certify” their income (with verification conducted 
periodically and at random, much like the audit procedures used by the IRS); 
allow beneficiaries to apply for and enroll in the program once or less 
frequently than annually (or quarterly); 
eliminate or index asset requirements; and 

improve marketing and outreach efforts, drawing upon the lessons learned in 
the context of state CHIP programs. 
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John D. Diageil 
Ranking Member 






Washington, DC 20515-61 15 


Dear Congressman Dingeli; 

Attached please find my responses to your questions from the hearing entitled, “Creating a 
Medicare Prescription Drug Benefit: Assessing Efforts to Help America’s Lo\v-Income Seniors,” 
held by the Subcommittee on Health on April 17, 2002. 

I ai^reciate your interest in my views and, more importantly, your leadership in efforts to enact a 
meaningful prescription drug benefit. Please let me know if I can be of hirther assistance. 


Sincerely, 






Jeanne M. Lambrew, PhD 
Associate Professor 
George Washington University 


Attachment 
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Responses of Jeanne Lambrew 
George Washington University 


Question 1. “The President seems to be of the belief that Congress cannot afford to add a 
prescription drug benefit to Medicare until the entire program is reformed. What do you think of 
that argument?" 

Recent evidence and analysis suggests that Medicare’s biggest challenge is not better managing 
what it already covers, but covering what it currently excludes, specifically prescription drugs. 

In response to high cost growth and trust fund problems in the 1990s, policy makers modified 
Medicare policy and, for the past 5 years. Medicare cost growth has remained well below that of 
private health insurance growth and premium growth for the Federal Employees’ Health Benefits 
Plan. Reflecting the effectiveness of existing policies, both the Congressional Budget Office 
(CBO) and the Office of Management and Budget project continued low growth of Medicare 
into the future. While Congress can and should deliberate over whether Medicare is paying 
providers appropriate, evidence suggests that restructuring is not needed to manage Medicare 
cost growth. 

What is also clear from the evidence is that Medicare’s lack of coverage of outpatient 
prescription drugs has resulted in access, health and financial problems for its beneficiaries. 
According to a recent study, Medicare beneficiaries without drug coverage filled 30 percent 
fewer prescriptions than those with drug coverage, this differential is even larger among 
beneficiaries in poor health who particularly need prescription drugs. Other research suggests 
that seniors who do not have coverage for prescription drugs often skip doses, split pills or 
simply go without needed medications, resulting in worse health outcomes. Compounding this, 
CBO projects that the average cost of prescription drugs for Medicare beneficiaries will exceed 
$2,400 next year and, by 2005, nearly one in five beneficiaries will spend more than $5,000 per 
year on medications. As such, Medicare’s historical protection of seniors against the economic 
consequences of high health care costs is now threatened by rising drug costs and its lack of a 
drug benefit. 

For these reasons, the priority for Medicare reform is clear; before all else, Congress should 
address Medicare’s lack of a prescription drug benefit. 


Question a. Are these “reforms'' the President refers to going to sat^e enough money so that the 
Administration can provide a more generous drug benefit? Or could these reforms actually cost 
money? What kind of drug benefit could the President provide with $190 billion? 

It is unlikely that reasonable Medicare reforms could generate sufficient savings to help fund a 
prescription drug benefit. CBO estimated that the specific proposals in the President’s budget 
would save $6 billion over 10 years. These savings probably are completely offset by the 
proposed increase in payments to Medicare managed care (CBO scored this policy as $3 billion 
over 3 years; it did not estimate the 2006-12 costs which presumably exceed $3 billion). Thus, 
the President’s budget does not include explicit savings for a drug benefit. 
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The President could support additional reforms for savings, which would take one of three 
forms; reduced provider payments, reduced benefits, or increased cost sharing by beneficiaries. 

It does not appear that there are significant savings to be gained through reducing Medicare’s 
provider payment rates. According to CBO, Medicare’s projected per capita cost growth over 
the next 10 years is 4,8 percent - only slightly above medical inflation (4,4%) and significantly 
below projected private health insurance spending growth per person (6.1%). It does not seem 
reasonable that Medicare spending growth could be constrained even further. In fact, the 
Medicare Payment Assessment Commission has suggested the Medicare payment rates should 
be increased, not decreased, to ensure access. 

It also seems unlikely that reducing benefits could generate savings. In recent years, there has 
been a growing, bipartisan recognition that Medicare’s benefits are out-dated and need to be 
expanded, not contracted. To that end, policy makers have not only been debating adding a 
prescription drug benefit, but improving Medicare’s preventive services, mental health benefit 
and other benefit gaps. 

Similarly, increasing Medicare’s cost sharing does not appear to be a viable strategy to produce 
significant savings. Medicare’s current cost sharing in many cases exceeds that of private plans, 
which is why most Medicare beneficiaries have one (or more) additional sources of health 
insurance. Medicare only pays for about 55 percent of the health care costs of its beneficiaries. 
The average cost sharing for Medicare beneficiaries - about $3,142 in 2000 - represents about 
22 percent of elderly beneficiaries’ income. While there are some services for which modest 
increases in cost sharing could produce savings (e g., lab services), the savings is likely to be too 
small to make a $ 1 90 billion drug benefit larger. 

You asked what type of prescription drug benefit could be funded by the $190 billion that the 
President allocated for Medicare. Rough estimates can be derived using CBO’s prescription 
drug baseline. Setting aside S67 billion for the President’s low-income program, Medicare could 
afford a plan with: 

■ 50% coinsurance that ends when insurance spending hits $750, for a monthly premium of 
$23, or 

■ 100% coinsurance through a $6,000 stop-loss, for a monthly premium of $24. 

Note that these estimates do not include any cost management, price, and utilization effects and 
are not how CBO would score these options. It is also important to note that these benefit 
designs are less generous than virtually all sources of supplemental drug coverage today, 
although the premium is lower due to the government subsidy. These benefit designs have much 
higher cost sharing than Federal Employees’ Blue Cross Blue Shield Standard Option and than 
most other private insurance plans. Relative to these standards, the benefit afforded by $ 1 90 
billion is clearly inadequate. 
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Question b. If Congress waits to provide a drug benefit until a reform plan can be agreed upon, 
what will the effect be upon seniors? 

Delaying enactment of a prescription drug benefit could exacerbate the health and economic 
burdens faced by seniors who lack drug coverage today. CBO projects that the cost of 
prescription drugs per beneficiary will rise by 10 percent per year over the next decade. This is 
over three times the rate of inflation that is used to calculate annual Social Security cost of living 
adjustments (COLAs). For those who rely on Social Security, a delay in a Medicare prescription 
drug benefit means additional years of decline in real income due to drug costs - or continued 
lack of access to needed medications. 

Delays could affect also affect those with prescription drug coverage today. Most experts agree 
that rising prescription drug costs will result in a deterioration of supplemental coverage. As 
such, the number of beneficiaries who are uninsured for prescription drugs for all or part of the 
year will likely climb in the next several years. 



136 


Response by Beatrice Braun to Question by Representative Dingeil 

A What do you foresee for prescription drug benefits two years from now, if 
Congress still has not enacted a universal drug benefit? Could the existing 
coverage that seniors have today either further erode or disappear altogether? 

AARP is very concerned that the drug coverage options available today for people 
with Medicare will become more expensive, more limited, or even disappear. As 
noted in our testimony, today people with drug coverage receive it from either 
employer-based retiree coverage, Medigap supplemental policies, or 
Medicare-t-Choice plans. We continue to employers scale back on their retiree 
benefits - for example, while an estimated 40 percent of employers with 500 or more 
employees offered retiree medical coverage in 1993, only 23 percent did so in 2001. 
The ptemiums for private supplemental plans continue to rise, sometimes becoming 
unaffordable for current policyholders. Beneficiaries v^ho have drug coverage 
through Medicare HMOs cannot depend on having this coverage from year to year, as 
plans can change benefits on an annual basis or even terminate participation in 
Medicare. There is no indication that these trends will change or the trend of 
increasing prescription drug prices, making it even more imperative that Congress 
establish an affordable prescription drug benefit for all people with Medicare. 

B Some people have stated that since creating a universal Medicare drug benefit 
will be expensive, Congress should start with a drug benefit that targets senior 
without drug coverage. However, file seniors who have coverage today may be 
without it in a year, after a temporary benefit has already been desired and 
enacted. Would you agree that seniors with drug coverage are ako in need of 
our help? Do you favor creating a universal Me^care drug benefit to protect 
seniors whose existing coverage is not secure? 

AARP strongly supports creating a universal and voluntary Medicare drug benefit. 
Although about two-thirds of Medicare beneficiaries have some type of coverage for 
prescription drugs, much of the covera^ available now is inadequate, limltfed 
unstable and very expensive. Moreover, many beneficiaries who carry coverage, do 
not have it continuously throughout the year. A Commonwealth study released 
earlier this year reported that nearly 42 percent of beneficiaries lacked drug coverage 
at some point in 1998. Therefore, even those seniors with coverage are not 
necessarily protected. 

It’s ridiculous to think about a 21** century health insurance program that doesn’t 
include prescription drug coverage. If we were enacting Maiicare today, no one 
would even think of not having presaiption drug coverage as part of the program. 

We need to create a drug benefit that is available to all people with Medicare. 
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